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A SURVEY OF CONTEMPORARY ECONOMICS’ 


GEORGE J. STIGLER 


E primary purpose of the pres- 
ent volume,” writes Professor 
Ellis, “is to provide to the econo- 
mist outside a particular field an intelli- 
gible and reliable account of its main 
ideas . . . which have evolved during the 
last ten or fifteen years” (p. v.). I shall 
argue that, on the whole, the Survey has 
failed in its announced purpose of sup- 
plying informative summaries of the re- 
cent literature of economics but that it is 
a somber success in conveying the essen- 
tial character of the literature. 

If the Survey were a survey of econom- 
ics, a single reviewer could hardly dare to 
pass on the volume, made up as it would 
then be of many highly specialized es- 
says. Indeed, Ellis implies that the 
growth of specialization in economics is 
a major reason for the symposium (p. 
viii). Instead, it proves to be a survey of 
economic theory; only a few of the essays 
fall outside this field. Even a single re- 
viewer may therefore appraise sufficient 
essays to permit generalization on the 
volume and on the literature which it 
seeks to summarize. 

*A review article on A Survey of Contemporary 


Economics, ed. Howard S. Ellis (Philadelphia: 
Blakiston Co., 1948). 
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I shall comment individually on seven 
of the thirteen essays before turning to a 
characterization of the volume and the 
period. These individual commentaries 
will partly discharge the normal obliga- 
tion of a reviewer, and they will supply a 
concrete background against which to 
appraise the Survey and the period. Indi- 
vidual discussions of all the essays would 
be tedious and unnecessary, however, 
even were I competent to undertake 
them. Hence I omit individual comments 
on the following: Lloyd A. Metzler, “‘The 
Theory of International Trade’’; Carl S. 
Shoup, “Development and Use of Na- 
tional Income Data”; Henry H. Villard, 
“Monetary Theory”; Wassily Leontief, 
“Econometrics”; Abram Bergson, “So- 
cialist Economics’; and David McC. 
Wright, “The Prospects for Capitalism.” 


I. SEVEN SURVEYS 
a) HALEY ON VALUE AND DISTRIBUTION 


Professor Haley has chosen to provide 
a synopsis of recent writings, apportion- 
ing space according to the attention 
which the various subjects have received 
and giving due representation to conflict- 
ing views. He has performed this sum- 
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marizing function with skill, and his es- 
say is an excellent contribution to ana- 
lytical bibliography. With such a pur- 
pose, however, the essay cannot rise 
much above the literature with which it 
deals. Where the literature is wrong, 
Haley is wrong with it.? Since current 
controversy is necessarily inconclusive, 
on most issues Haley is inconclusive— 
not because he avoids expressions of 
opinion but because he does not argue 
them and, fundamentally, because he 
does not possess the evidence necessary 
to demonstrate them. The literature is 
slow to pursue really novel ideas (at least 
where matters of policy are not con- 
cerned), and Haley follows the literature; 
so the only deeply original work in value 
theory in the period (Von Neumann and 
Morgenstern’s Theory of Games) is ig- 
nored. 

What were the areas of value theory 
to which the most important contribu- 
tions were made during this period? 
Haley’s answer can be inferred from his 
allocation of space; the four areas of 
greatest progress, in order of importance, 
are (1) oligopoly theories; (2) indiffer- 
ence-curve analysis; (3) liquidity prefer- 





ence theory; and (4) bilateral monopoly.’ 


I do not wish to dispute this listing; al- 
most any other listing would be as easy 
to criticize. It is more instructive to in- 
quire into the method of achieving prog- 
ress. In oligopoly theory all the contribu- 
tions that he discusses were made by one 
of two approaches: first, by answering 
the question, “What would I do if I were 
an oligopolist?” or, second, by seeking a 
theory consistent with the observation 
that some oligopolists appear to change 
their prices infrequently (the kinky de- 


2 As I have recently argued, it was on the kinky 
oligopoly demand curve (see “The Kinky Oligopoly 
Demand Curve and Rigid Prices,” Journal of 
Political Economy, LV [1947], 432-49). 
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mand curve). The sources of new contri- 
butions on interest theory were compa- 
rable; those on utility theory and bilateral 
monopoly did not have even the benefit 
of casual observational restrictions on 
possible behavior. The amount of prog- 
ress achieved by these methods will be 
discussed later. 

Comprehensive coverage of the large 
literature requires heroic condensation. 
Haley gives six pages to his most volumi- 
nous topic (numerous theories of oligopo- 
ly); half a page to Kalecki’s theory of 
risk; two pages to general equilibrium 
theory; etc. All the contributors to the 
Survey practiced this sort of enumeration 
at some points, and a few at most points. 
It is hard to believe that many nonspe- 
cialists will find such condensations 
meaningful or that any nonspecialist will 
find them useful in his own work. 


b) FELLNER ON EMPLOYMENT AND CYCLES 


Professor Fellner has written a most 
skilful essay. The reader is impressed by 
the sense of historical continuity, by the 
frequency with which he encounters 
acute analysis, and by the felicitous mix- 
ture of tolerance and skepticism. Only if 
one tries to write down the important 
contributions of the period, as Fellner 
sees them, do doubts intrude on admira- 
tion. 

Consider his opening section, on 
Keynes’s theory of monetary equilibri- 
um. Clearly, Fellner believes that prog- 
ress was substantial: “During the last 
ten or fifteen years, the theory of employ- 
ment has progressed significantly [p. 49]. 
... This trend of development has 
proved fruitful, and it will scarcely be 
reversed [p. 53].”’ Precisely what is the 
content of this recent advance? Is it the 
apparatus of Keynesian functions (con- 
sumption, investment, and liquidity pref- 
erence)? Fellner does not say, nor does he 
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indicate the problems whick can be dealt 
with by this apparatus that could not be 
dealt with by the classical apparatus. Is 
it in the discovery of important empirical 
uniformities? Probably not—at least, 
Fellner accepts the instability of the long- 
run consumption function (the ambigu- 
ous paragraph on p. 52 may imply that 
the short-run function is more stable 
than the velocity of money), and 
Keynes’s notion of the shape of the 
liquidity preference function is criti- 
cized. Fellner never enumerates explicitly 
the advances in the theory of employment 
but, instead, concentrates on what are 
essentially questions of exposition and re- 
search technique (Robertsonian periods, 
Stockholm theory, etc.). Tacitly this is 
perhaps Lord Keynes’s greatest tribute: 
his contributions need not be itemized 
even for nonspecialists. 

Fellner’s discussion of business-cycle 
theory is largely taxonomic (theories are 
classified as general underconsumption or 
partial overproduction), and again there 
is no explicit demonstration of an in- 
crease in knowledge during the period. It 
is symptomatic that he refers to the de- 
sirability of having an assortment of 
theories at our disposal (pp. 66, 69), a 
view which is certainly suggestive as to 
the probable usefulness of any one the- 
ory. A corresponding statement in price 
theory is that we should have two theo- 
ries of short-run competitive price to 
choose between, according to whether an 
increase in demand turns out to increase 
or to reduce price. The discussion of un- 
certainty, on which much emphasis is 
placed, is similarly inconclusive: neither 
the greater certainty of consumption 
than investment demand (p. 67) nor the 
tendency of uncertainty to reduce output 
(pp. 80-81) is supported by more than a 
Statement of preference. (I sometimes 
think the baneful effects of uncertainty 


are exaggerated; perhaps the reason pri- 
vate investment did not revive before the 
war was that the future seemed too cer- 
tain.) Again I shall postpone answering 
a question: Is the inconclusiveness of this 
discussion an accurate portrayal of the 
literature? 


c) GALBRAITH ON MONOPOLY 

Monopoly is not a branch of econom- 
ics; its relationship to industrial organi- 
zation is similar to that of runaway infla- 
tions to monetary theory. Most (but not 
all) of the nonmonopoly area of indus- 
trial organization has been neglected by 
economists generally, and monopoly is 
important. So one cannot cavil as its 
separate inclusion in the volume. One 
may certainly quarrel with its inclusion 
twice, however; Bain’s essay is concerned 
with much the same literature. 

Dr. Galbraith finds little guidance to 
the understanding of monopolies (in the 
broad sense; chiefly oligopolies in the 
technical sense) in the recent literature 
on imperfect competition. I should be 
willing to accept most of his strictures on 
oligopoly theory; but I would perhaps 
differ from him in my belief that monop- 
oly theory, despite its inadequacies, is 
indispensable. If Galbraith had been 
more explicit on the shortcomings of re- 
ceived theory, this area would be worth 
discussing. Instead, he turns to the low- 
quality literature on giant corporations 
and concentration ratios, with which he 
is much more satisfied. For example: 

As a measure of market concentration, this 
exercise [computing concentration ratios] is 
crude. On occasion census classifications com- 
bine firms producing wholly unrelated products, 
while firms producing the same product may 
serve wholly distinct market areas.*”* Both de- 
fects, however, result in an understatement of 
market concentration, and the study was a con- 
vincing demonstration that oligopoly is the 
appropriate assumption in dealing with in- 
dustrial markets in the United States [p. 107]. 














The nonspecialist may infer that (x) all 
biases of concentration ratios are in the 
direction of understatement of concen- 
tration—that international and inter- 
commodity competition are not even 
worth mentioning—and (2) these ratios, 
taken at face-value, show that most im- 
portant manufacturing industries are 
composed of a few firms or of many small 
firms and a few large firms (which are 
also oligopolies, despite the previous ar- 
gument that oligopolies are not under- 
stood). The nonspecialist will be wrong. 

The pervasive influence of Galbraith’s 
conception of the role of oligopoly, which 
seems to creep silently out of the “indus- 
trials markets” and engulf the economy, 
may be indicated by two examples. He 
dismisses antitrust activity as desirable 
but unimportant because it did not 
change the economy very much between 
1935 and 1941, a period during which he 
could not ask for “much more” vigorous 
enforcement, and because it is his belief 
(unfortunately, not documented by anal- 
ysis of the cases or typical industries) 
that the Sherman law cannot cope with 
those ubiquitous oligopolies (pp. 1:7- 
18). He also finds the failure of the Tem- 
porary National Economic Committee to 
lie fundamentally in the inappropriate- 
ness of traditional antimonopoly views in 
a world of oligopoly (p. 124). I would 
rather have stressed heavily the inept ad- 
ministration of the investigation. 

The most instructive characteristic of 
Galbraith’s essay is implicit in the fore- 
going remarks. He possesses a view of in- 
dustrial organization that seems to me 
independent of the empirical studies 
which he cites; I have used the same 
studies, and in more detail, to derive the 
opposite view of our industrial organiza- 


3 And that T.N.E.C. Mono. No. 29, to which his 
n. 20 refers, contains information on this subject. 
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tion.‘ The most complex policy problems 
are then easily disposed of by a syllo- 
gism. It is even possible for Galbraith to 
know that continuation of antitrust ac- 
tivity at the 1938-41 pace would have 
left the economy only “marginally differ- 
ent” by 1950 (p. 117), without bothering 
to investigate the past influence of anti- 
trust policy by (say) a comparison of 
changes in the roles of monopoly in the 
United States and Great Britain. 


d) BAIN ON MONOPOLY 

Professor Bain, like Galbraith, be- 
lieves that oligopoly is dominant and 
that imperfect-competition theory is in- 
fertile. Chief attention is paid to the lat- 
ter theme: his essay is a semimethodolog- 
ical discussion of research in price and pro- 
duction policies, interspersed with numer- 
ous summaries of, or references to, the 
detailed (American) literature. His crit- 
icisms of price theory appear to be three: 

1. It is couched in terms of anticipated demand 
and cost, whereas only the much different 
ex post demand and cost curves can (some- 
times) be ascertained empirically. 

2. It deals chiefly with price and quantity 
and omits most of the multidimensionality 
of reality (durability of product, style 
changes, scrap materials, etc.). 

3. If the theory were enlarged to embrace all 
these aspects of reality, it would become too 
complicated for both the entrepreneur and 
the statistical investigator. 


Some of these poitits seem to me mis- 
taken, and none supports Bain’s prefer- 
ence for intensive study of individual in- 
dustries (p. 167) as against alternative 
approaches. The second point is very 
heavily emphasized (pp. 139, 142, 149, 
148, 149, 152, 154, 155, 164), but at most 
it calls for a purely routine generalization 
of the theory. The third point, so far as 
it concerns the entrepreneur (and there- 

4See my forthcoming “Five Lectures on Eco- 


nomic Problems,” Lecture 5, “Competition in the 
United States.” 
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fore, fundamentally, as it concerns the 
investigator), seems to me a dogmatic 
assertion that requires a good deal of 
evidence; and if the evidence could be 
given, the second point would be vitiated 
and the task of the economist greatly 
simplified. The first criticism is partly 
misleading, in that entrepreneurs are 
guided by the past in dealing with the 
future, and there are important classes of 
economic problems in which the distor- 
tion of past relationships through antici- 
pations is not paralyzing; and it is partly 
true and a clue to how to improve eco- 
nomic theory—through studying the im- 
pact of uncertaiziiy on economic behav- 
ior (as Abramovitz did in his article on 
oligopoly in the Quarterly Journal of 
Economics [1938)). 


€) SMITHIES ON FISCAL POLICY 


Professor Smithies devotes his essay to 
a presentation of his views of the major 
outlines of sound fiscal policy. There is 
also a brief initial skirmish with the huge 
literature, but this is wholly incidental. 
My chief interest in the essay for present 
purposes lies in his use of theory and ob- 
servation to reach conclusions relevant 
to policy. With this question uppermost, 
Ishall skip over some of the most admir- 
able sections of his essay, such as the 
discussion of objectives of policy (pp. 
182-87). 

It will be sufficient to discuss the sec- 
tion on the mechanics of fiscal policy, al- 
though those on the application of social 
utility calculus are almost equally in- 
structive. Smithies writes down a simple 
variant of the consumption function (p. 
188 n.) and from it derives six proposi- 
tions, such as “equal increases of taxa- 
tion and transfer payments will cancel 
each other out” (p. 188). We are perhaps 
too accustomed to doing this sort of 
thing to realize how much we have done 
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and how rapidly we have done it. Surely, 
it is a miracle of scientific progress and 
would have appeared such to the less 
jaundiced eyes of our predecessors. How 
would one of them, say Henry Thornton, 
react to this group of propositions? 

We might begin by explaining to him 
that the fertile equation is partly an iden- 
tity and partly an assertion of fact, 
namely, that private expenditure on 
consumption and investment is a linear 
function of national income minus taxes 
plus transfer payments. We proceed: 


THORNTON: Does it not make a difference 
who pays the taxes and who receives the pay- 
ments? 

SmituiEs: “The statisticians, despite their 
disagreements on the subject, all seem prepared 
to relate aggregate consumption to aggregate 
income without taking into account changes in 
income distribution” [p. 186]. 

THORNTON: And is it your position that the 
extent and nature of public expenditures do 
not affect private expenditures—for example, 
that housing subsidies do not affect private 
expenditures on housing? 

Smitures: “The same statistical argument 
we used above indicates that these effects have 
not been important so far” [p. 190]. 

THORNTON: What of the effects of public 
investment on private investment, the effects 
of relative prices on private investment, the 
effects of expectation of inflation? 

SmiTHIEs: “Despite the foregoing qualifica- 
tions, the propositions we have stated above 
furnish a guide to the directions policy might 
take” [p. 191]. 

THORNTON: Which no doubt implies that the 
statisticians—a very useful group, I must say— 
have found that the qualifications can be ig- 
nored or incorporated into the equations with- 
out depriving them of empirical content. 
Tell me, when you imply that these qualifica- 
tions are unimportant or manageable, this must 
mean that the predictions of this theory have 
been successful, does it not? 

SMITHIES: 

THORNTON: Then how do you know that 
these qualifications and complications—and a 
hundred more unmentioned—do not decisively 
vitiate your conclusions and recommendations 


of policy? 
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To which, I conjecture, Smithies would 
reply that this theory is better than any 
alternative theoretical system. I do not 
wish to argue at length against my own 
conjectures, but I doubt that it can be 
shown that large movements of the 
economy have been predicted as well by 
this system as by even crude quantity- 
theory techniques or that the theory is 
superior to sophisticated neoclassical, 
alternative techniques in either long-run 
or short-run forecasting. Certainly, 
Smithies and the literature have failed to 
substantiate these implicit claims. 


f) REYNOLDS ON LABOR 


Professor Reynolds summarizes a very 
large number of empirical studies of la- 
bor markets. The number is so large that 
little can be said of any one study, and 
sometimes nothing is said; e.g.: “Among 
the more recent discussions of public 
policy should be mentioned the volumes 
of Slichter and Gregory” (p. 284). The 
essay is therefore useful chiefly as a bibli- 
ography. Some comment is called for by 
the thesis that pervades the essay and is 
sometimes present in the writings of 
other labor economists, that economic 
theory is not useful (outside a small, un- 
defined area) in the study of labor. 

If Reynolds were content to point out 
specific inadequacies of the received the- 
ory, the economic theorist would be 
grateful. He would not be surprised, how- 
ever; for his theory is also inadequate in 
other fields—the notion of a wholly ade- 
quate theory is perhaps the supreme ab- 
straction in scientific thought. If the la- 
bor economist were also to provide a new 
theory that is more informative, the 
theorist would be delighted and would 
eagerly embrace it. Reynolds offers no 
new theory; instead, he says: “Most of 
the work on these matters is still neces- 
sarily on the prescientific level of careful 





observation and description” (p. 287). 

The labor economist can properly re- 
ject the received theory without propos- 
ing alternative generalizations only if the 
received theory is useless. In the present 
case this is wholly untenable. The mar- 
ginal-productivity theory can explain 
and predict a large number of important 
phenomena: why real wages are higher in 
America than in China; why the average 
age of carpenters is high; why doctors 
earn more than dentists; why the salaries 
of college professors are more equal than 
the earnings of lawyers; ad infinitum. To 
ask us to abandon this useful theory 
without giving us something better is a 
most unreasonable request, and it gains 
no reasonableness from a demonstration 
that the theory is incomplete. 

The demonstration of the inadequa- 
cies of the received theory is more eager 
than rigorous. Let me give three ex- 
amples. 

A significant fact is that most specialized 
factory jobs are learned by doing them. New 
men are trained only as vacancies occur, and 
it is therefore not possible for surpluses of 
trained workers to develop and “beat down” 


the wage level of the job as is sometimes 
assumed in theoretical arguments [p. 277]. 


On the contrary, it is possible—it is Rey- 
nolds who assumes some rigidly station- 
ary economy in which a man never 
leaves (or if he leaves, never attempts to 
return to) the first job for which he is 
trained; nor does Reynolds touch on the 
core of the theory that the number of 
qualified candidates depends upon the 
wage rate. Again: 

But for many purposes, notably questions of 
cycle theory, it is the effects [of wage changes 
on employment] within the first six to twelve 
months that really matters. These effects are 


probably much smaller than might be inferred 
from the existing theory of the firm [pp. 265-66]. 
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This astonishing statement implies that 
the formal theory of the firm contains 
numerical values. And, finally: 


The fact that workers do not jump con- 
stantly from job to job in pursuit of maximum 
earnings proves nothing about their rationality, 
though it may prove something about the 
rationality of economists who expect them to 
do so [p. 276]. 


I doubt that Reynolds could cite any 
economist who has advanced the view 
here criticized, and in any case the 
charge would be worth making only if the 
view were common. I shall refresh his 
memory of Marshall on this point: 


Since however no one can deliver his labour 
in a market in which he is not himself present, 
it follows that the mobility of labour and the 
mobility of the labourer are convertible terms: 
and the unwillingness to quit home, and to leave 
old associations, including perhaps some loved 
cottage and burial-ground, will often turn the 
scale against a proposal to seek better wages 
ina new place. And when the different members 
of a family are engaged in different trades, and 
a migration, which would be advantageous 
to one member would be injurious to others, 
the inseparability of the worker from his work 
considerably hinders the adjustment of the 
supply of labour to the demand for it. But 
of this more hereafter.’ 


If Reynolds does economics a disserv- 
ice with his cavalier treatment of the 
economic theorists, he does it a greater 
disservice with assertions such as this: 


For the economy as a whole, therefore, the 
upper limit of occupational wage differentials 
is largely a matter of custom or regulation. . . . 
The situation will be equally stable whether 
machinists are paid so per cent more than 
laborers, 100 per cent more, or 200 per cent 
more; and which of these things will happen is 
not determined by competitive forces [p. 277.] 


I do not wish to digress on an appraisal of 
this particular view, which simply defies 
credulity. I do wish to emphasize that 


’ Principles of Economics (London: Macmillan & 
Co., Ltd., 1920), p. 567. 


this is dogmatic theorizing and that it is 
at the unscientific, not the “prescientif- 
ic,” level at which one does not bother 
to verify his theory. 


g) SAMUELSON ON DYNAMICS 


Professor Samuelson defines dynamics 
as that branch of formal economics which 
employs “functional relationships be- 
tween economic variables and their rates of 
change, their ‘velocities,’ ‘accelerations,’ or 
higher ‘derivatives of derivatives’ ”’ (p. 354) 
or, in different words, as that branch of 
formal economics employing differential 
and difference equations in which time is 
a variable. Given this definition, his es- 
say—which is an introduction to the 
theory of such equations—makes some 
sense. How much sense it makes depends 
upon whether the few elements of 
mathematical theory that he is able to 
introduce in a short essay will whet the 
appetite of the reader for more mathe- 
matics (since this introduction scarcely 
equips him for the literature). 

The definition of a branch of economics 
in terms of method rather than of sub- 
stance seems to be undesirable. It leads 
to capricious distinctions: J. M. Clark’s 
famous article on the acceleration prin- 
ciple was not dynamics, but Frisch’s dis- 
cussion of some details of the article was 
dynamics. Its further consequences may 
be suggested by a comparison with the 
conventional definition of dynamics (in 
essence, dynamics is the study of eco- 
nomic processes that undergo important 
change through time). 

On Samuelson’s definition, an instance 
of “rudimentary dynamics prior to, say, 
1925” (p. 352) in price theory is Mar- 
shall’s theory of unstable equilibrium, 
which was propounded geometrically. 
On the conventional definition, Mar- 
shall’s short- and long-run price theory 
was the most important element of dy- 











namics in price theory—and still is. On 
Samuelson’s definition, suitable econom- 
ic illustrations of dynamic analysis dur- 
ing the last fifteen years are the formal 
relationships between income, capital, 
and saving; the multiplier; and the cob- 
web theorem (pp. 361 ff.). On the con- 
ventional definition, the outstanding 
works on the theory of dynamics in the 
period were Burns’s Production Trends, 
Schumpeter’s Business Cycles, and Han- 
sen’s stagnation theory—none of which 
was presented mathematically, and none 
of which is mentioned by Samuelson. On 
Samuelson’s definition, I suppose, one 
writes an essay on mathematics; on the 
conventional definition, one writes an 
essay on economics. 


Il. CONTEMPORARY ECONOMICS 


The Survey, as I have already re- 
marked, is not a survey of economics: 
most of the statistical, historical, and in- 
stitutional research during the period is 
ignored, and the remainder is merely re- 
ferred to. This is a grave deficiency in the 
Survey for the purpose that it was intend- 
ed to serve. It is precisely in this area 
that the nonspecialist most needs assist- 
ance in discovering the widespread 
studies and in interpreting and synthe- 
sizing their findings. It is also the area in 
which one’s knowledge most quickly be- 
comes obsolete. 

Nor is the Survey comprehensive in 
dealing with the developments of general 
economic theory, and the organization 
does not obviously follow the “conven- 
tional fields in economics” (p. vii). Two 
essays are devoted to unregulated mo- 
nopoly, none to competition or public 
utilities. Labor is the subject of one es- 
say, employment of a second, and dis- 
tribution of a third; other productive fac- 
tors are neglected despite three discus- 
sions of liquidity preference (by Haley, 
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Fellner, and Villard). The business 
cycle is a shy handmaiden to Lord 
Keynes, a lesser role than it traditionally 
plays. The omission of taxation is con- 
spicuous; the omission of foreign eco- 
nomic systems is not wholly obscured by 
an essay on welfare economics (Bergson); 
and the omission of economic develop- 
ment is indirectly emphasized by the 
presence of an essay defending capitalism 
(Wright). 

Even within its self-appointed areas, 
the Survey is not wholly representative of 
recent literature. The foreign, and espe- 
cially the non-English, literature is neg- 
lected: less than one-fourth of the 
names in the index are non-American, 
and I think the proportion understates 
the non-American contributions. Not all 
schools of thought are represented, or 
even heard; Table 1 gives the thirty most 
frequently cited economists, and it is a 
peculiar list in many respects. One misses 
the institutionalists—Veblen, Commons, 
Hamilton, etc. One misses all the lumi- 
naries of the Chicago school—Knight, 
Simons, and Viner. One misses all the 
leaders, save Kuznets, of the school em- 
phasizing empirical work—Mitchell, A. 
F. Burns, Colin Clark, etc. In all these 
instances the Index of Names faithfully 
describes the treatments by the contribu- 
tors. The contributors to the Survey are 
a much more homogeneous group, with 
respect to age, academic background, 
policy predilections, and theoretical af- 
finities, than are American economists in 
general. They are representative only in 
one sense: they shared, and helped to 
mold, the view of economics that was 
dominant during this period. 

The Survey demonstrates anew that in- 
terest in the history of economic thought 
has languished mightily. The diminution 
of interest in, and knowledge of, earlier 
economic thought can be documented in 
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several ways: by the difficulty of naming 
young economists working in the history 
of doctrine; by the unamusing carica- 
tures of classical economics that one so 
frequently encounters; and, most rele- 
vant for present purposes, by the neglect 
of the contributors to the Survey— 
Metzler is the leading exception—to 
measure recent progress against the level 
of previous knowledge. The study of the 
history of doctrine is not useful simply 
because it shows that there is nothing 
new under the sun—in the sense in which 
this is true it is also unimportant. Rath- 
er, in a young social science very little 
work is on matters wholly out of date 
(although naturally much of the previous 
work is out of date). 

It is easy to show that neglect of doc- 
trinal history has led the contributors to 
exaggerate the recent advances in theory. 
Haley, for example, gives much atten- 
tion to bilateral monopoly. Historically 
viewed, it would have been more appro- 
priate for him to write: 

In 1881 Edgeworth developed the theory of 
bilateral monopoly. In our period the graphical 
exposition of this theory was simplified. Re- 
cently Fellner has emphasized the possibility 
of all-or-none transactions and claims, properly 
I [Haley] think, that they are important; but 
he gives no evidence for the claim.‘ 

Or again, Villard is asked to write on the 
advances in monetary theory (defined 
to exclude fiscal and cycle theory) in a 
period unprecedented in more than a 
century for its neglect of monetary theo- 
ry. He might have chosen to discuss the 
deterioration of common knowledge (ac- 
tually he chose to discuss other subjects), 
but he could not well use the space to 
summarize the advances. Another ex- 
ample is the theory of the firm, more 


*I think Von Neumann and Morgenstern’s 
analysis, in which the limits of indeterminacy are 
widened by the possibility of multiple prices, also 
deserved mention. 


highly praised in the literature than in 
the Survey: all the major elements of this 
theory are in Cournot and Marshall. 


TABLE 1* 
Economists CITED Most FREQUENTLY 
IN THE 
Survey of Contemporary Economics 
Name Citations 
Bi ERS 46 ka dhe baswnes 70 
<i aeeer inedt sneoee 
8 eee ee 
A. Marshall. ..... ee ee 
BiG Bs ov iinvenveces acetone 
8 a eee Sie seioes 
P. A. Samuelson. ...... teeeee 20 
E. H. Chamberlin ............. 19 
* 9 ae eather ae 
eee ike, 
J. A. Schumpeter.............. 18 
2 8. ee . 
F. Machlup...... — 
G. Haberler......... e8, a 
J. Robinson............ ‘ec 
W. Fellner... > 
D. H. Robertson ....... <n 
SS » eB 
| ee er: 
V. Pareto .... Say aets eee ene 
SE ac cenvatcsscacenne. 1a 
SS ys <— 
Ses cwattnscasacacnes Of 
E. S. Mason .......... Youn — ae 
G. Means..... ore ieee 
F. W. Taussig.. . . : a tie 
E. Barone... . ad . = 
J. T. Dunlop ... — 
L. R. Klein. .... . 10 
a eee . 10 


* Compiled from Index of Names. A single 
citation is recorded for each page on which the 
economist’s name appears at least once. I have 
a contributors’ authorship citations but not 
their references to their own works, and I have cor- 
rected a confusion of J. B. and J. M. Clark. 


The plain fact is that the economic 
theory of 1948 is much the same as that 
of 1930—a little better here and a little 
worse there. If the contributors had tak- 
en Ellis’ “main ideas” and “fifteen 
years” at all literally, the volume would 
have run to fewer pages. Whether more 
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progress should have been made in eco- 
nomic theory in fifteen years, during one- 
third of which most economists had to 
abandon scientific work, is a question to 
which I shall return. 

A second characteristic of recent eco- 
nomics documented by the Survey is the 
triumph of statistics over history as the 
source of empirical knowledge. There are 
numerous passing references to statistical 
studies; there are few references to his- 
torical evidence. In part this triumph of 
statistics is a by-product of the selection 
of contributors. One of the most impor- 


TABLE 2 
DocTORATES IN ECONOMICS 
HARVARD 
No. of 
Decade Ph.D.’s in 
Economics 
SN wees nseenaey eames 20 
re re re 30 
1920-30.......... 68 
1930-40. ... 167 


tant sources of historical knowledge is 
one’s memory, if one is not too young. 
The contributors, however, are relatively 
young: nine of the thirteen were gradu- 
ated from college after 1929 and as 
adults have experienced only one pro- 
tracted depression and one war. Al- 
though they may be younger on the aver- 
age than the rest of the profession, econ- 
omists as a class are also young. Some 
evidence of this is afforded by the num- 
bers of Ph.D.’s conferred by Harvard 
University, which has conferred more 
degrees in economics than any other uni- 
versity has (see Table 2).? 

The rivalry of statistics and history is 
also in part a historical accident. Most 
statistical records are still very short: 

7 Compiled from Doctors of Philosophy and Doc- 
tors of Science, Harvard University, 1873-1926 (Cam- 
bridge: Harvard University Press, 1926), and from 
subsequent catalogues. 
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national income, employment, industrial 
production, and many other basic series 
are available for only a few decades, even 
in the United States, which is statistical- 
ly, as well as economically, the richest of 
nations. The empirical investigator who 
uses only systematic statistical informa- 
tion is severely limited; he must address 
himself to a restricted list of problems, 
and he can utilize only a fraction of the 
available empirical evidence bearing on 
them. 

The neglect of history has an obvious 
incidence on the scope and depth of the 
essays, as it has on contemporary eco- 
nomics. To take only one example, 
Smithies says: 

Only twenty years ago fiscal policy—a policy 
under which the government uses its expendi- 
ture and revenue programs to produce desirable 
effects and avoid undesirable effects on the 
national income, production, and employment 
—was practically unknown. Except in times of 
war the policy of the United States during the 
nineteenth and early twentieth centuries was to 
hold government expenditures to a minimum, 
to pay the cost by taxation, and to retire the 
national debt as rapidly as feasible from the 
political point of view [p. 174]. 

This is not literally true even in a narrow 
sense, as the history of federal debt re- 
demption at the turn of the century and 
the earlier period of state internal im- 
provement programs may remind us. 
More important by far, it has never been 
true in the sense that the basic political 
issues of Smithies’ fiscal policy, such as 
the reconciliation of powerful sectional 
interests with the public interests, the 
combination of executive flexibility and 
efficiency with democratic legislative 
control, the self-propagating tendencies 
of certain policies, and the like, have al- 
ways plagued democratic governments. 
Smithies’ essay can profitably be com- 
pared with Hamilton’s Report on Manu- 
Sactures, and the latter with the subse- 
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quent history of tariffs in the United 
States. Again, Smithies’ tacit assumption 
that the sum of the marginal propensities 
to consume and invest is always less than 
unity should be appraised in the light of 
a century of economic development. 

The historical method, to repeat, has 
the obvious advantage of making avail- 
able a long sweep of experience unrecord- 
ed in statistics. This alone is ample 
reason for exploiting it more than has be- 
come customary: we are interested in the 
long run. Some economists are fond of 
repeating that we are all dead in the long 
run; they appear not to have noticed that 
this is true only with special and uninter- 
esting meanings of “we” and “long run.” 
The historical method has also the ad- 
vantage, as the fiscal-policy example 
shows, of yielding information on a much 
wider range of problems than one can il- 
luminate with quantitative studies. 

It would be utterly misleading, how- 
ever, to imply that historical study has 
been sacrificed to extensive statistical 
investigations: the dominant characteris- 
tic of the period is the reliance upon 
casual empirical information. The fact 
that the Survey proved to be a survey of 
formal theory is ample proof of this. A 
considerable number of careful studies of 
nonformal varieties were made during 
the period; but they do not lie in the 
main stream of economic discussion, and 
to this extent their omission is justified. 
The period as a whole was distinguished 
by the ease and rapidity with which mat- 
ters of fact were decided. I shall give a 
striking example: the history of the con- 
sumption function. 

As Fellner very properly says: 


The contemporary theories of employment 
have been developed mainly in terms of the 
savings-investment approach, rather than the 
quantity theory approach, because it is widely 
believed that the propensity to consume part 


of one’s income is a truer (more “dependable’’) 
propensity than the propensity to hold some 
definite amount of cash in relation to one’s 
expenditures [p. 52]. 


Is the marginal propensity to save more 
stable than the velocity of money? The 
answer to this question was very impor- 
tant in choosing between the traditional 
and the Keynesian apparatuses. The 
question was one of fact and, as economic 
questions go, not a particularly difficult 
one to answer. 

Economists very generally answered 
the question in the affirmative—the con- 
sumption function was more stable— 
observing that velocities had fallen sub- 
stantially in the early thirties and that 
Keynes’s a priori arguments for the 
stability of the consumption function 
were not contradicted by some hasty 
statistical studies. To this day a careful 
answer has not been given, so far as I 
know. The correct answer, however, is 
not obviously in the affirmative; consider 
the following crude test. If one correlates 
annual changes in disposable income 
with annual changes in personal savings 
from 1929 to 1947, a coefficient of .459 is 
obtained; if one correlates annual 
changes in national income with annual 
changes in the stock of money, a coeffi- 
cient of .458 is obtained.* If one divides 
the period into six three-year periods to 
reduce the short-run variability, the 
former coefficient falls to .395, the latter 
rises to .go4! Such crude tests are, of 
course, inconclusive; there are tests more 
gracious to the consumption function, 
and there are velocities more significant 
in traditional theory than the marginal 
income velocity. Some economists may 
object to the inclusion of the war years: 
in the long run we live only in the nine- 

* Department of Commerce data are used for 


the former comparison, Villard’s figures (p. 318) 
for the latter. 











104 


teen-thirties. Others may object to the 
use of personal savings instead of personal 
consumption, but I hope not on the 
ground that the marginal propensity to 
consume is more stable than the marginal 
propensity to save. The fact, however, is 
indisputable that economists generally 
abandoned a traditional doctrine in im- 
portant part because of a question of 
fact which they decided by casual ob- 
servation. 

The later history of the consumption 
function is equally illuminating. When 
Kuznets’ study of national income since 
1869 suggested that the proportion of in- 
come saved had not risen sharply over 
time as the stable consumption function 
predicted, the long-run stability of the 
function was hastily abandoned. Yet 
Kuznets’ rough estimates for the earlier 
period was not so compellingly accurate 
that a theory with substantive vitality 
need instantly capitulate. When the 
postwar predictions were shown by 
events to contain noticeable errors, the 
instability of the consumption function 
in the short run was generally recog- 
nized; and some ingenious work is now 
going on in the hope of finding a more 
stable function. One can wish this work 
well and still regret the comparative 
neglect of velocity analysis. 

Because our views have been guided 
by casual observation, ours has become a 
flabby science. A single contrary investi- 
gation causes consternation, for the 
whole edifice may tumble—indeed, it 
will tumble if a few sufficiently promi- 
nent economists capitulate. This would 
be impossible if economics had been ac- 
cumulating carefully tested regularities 
of economic behavior; then we could be 
sure that most of what we knew would 
continue to be true, no matter how 
breath-takingly original the ideas ad- 
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vanced in the next numbers of the jour- 
nals, no matter how disconcerting the 
replies of several dozen entrepreneurs to 
a questionnaire. 

Thus the dominant characteristic of 
the dominant type of economic theoriz- 
ing in the period under review is well 
brought out by the essays: this has been 
the period of the clever gadget and the 
plausible surmise—the age of the easy 
answer. The tedious and difficult work of 
testing theories by a comparison of their 
predictions with evidence not incorpo- 
rated in the formulation of the theory— 
that is, by noncircular tests—and the 
careful interpretation and generalization 
of inductive studies have been deemed 
unnecessarily circuitous paths to knowl- 
edge and to social welfare. The short 
cuts, unfortunately, did not take us 
where we want to go. That is why each 
was so short and yet the ensemble so long 
a detour. 

The Survey inevitably reminds one of 
The Trend of Economics.? This ultimatum 
and agena of younger economists short- 
ly after World War I was, in fact, less 
unanimous than the Survey: the con- 
tributors to the latter are not so diverse 
as J. M. Clark, Frank Knight, Wesley 
Mitchell, and Rexford Tugwell. The 
Trend marked a high point of dissent 
against traditional economics; the Sur- 
vey may well mark the high point of ab- 
stract theorizing. Like the Trend, which 
contained a promise of the failure of the 
institutionalists in Knight’s brilliant es- 
say, the Survey carries tidings of a pos- 
sible reaction in several fundamentally 
antitheoretical essays and, vastly more 
important, in the low vitality of the 
theories embraced. 

The tragedy would be great if, in an- 


9 Ed. R. G. Tugwell (New York: F. S. Crofts & 
Co., 1924). 
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other twenty years or so, we should be 
greeted by another Trend. The basic issue 
in advancing economics is not directly 
whether we are theoretical or empirical. 
Economics has never had a surplus of 
logical analysts and bold imaginations; 
nor has it ever had a surplus of resource- 
ful and patient empirical workers. Our 
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need is for more reliable results, not for a 
different type of results. The issue is not 
whether as individuals we work with 
large questions or small, with equations 
or statistics, but whether we shall accept 
only those results for which the evidence 
is compelling. 

CotumsBIA UNIVERSITY 
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9 Ed. R. G. Tugwell (New York: F. S. Crofts & 
Co., 1924). 
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HAVE WE UNDERESTIMATED INCREASES IN RENTS 


AND SHELTER EXPENDITURES? 


SHERMAN J. MAISEL 


OUSING and inflation are two of 
H our most urgent current prob- 

lems. Unfortunately, there are 
no accurate estimates of the amounts 
paid for shelter by tenants and owner- 
occupiers. Many current discussions and 
policy recommendations are based upon 
a serious understatement of the amount 
by which rents have risen since the pre- 
war period. 

There are many uses for rent data. 
Among the more important are those 
connected with such problems as: 
(a) What has been the effectiveness and 
economic significance of rent-control 
legislation? (6) Shelter payments make 
up an important part of the consumer’s 
budget and cost of living. How have 
these payments reacted in the present in- 
flationary situation, and what is their 
significance for the future? (c) Rental 
data are also primary sources for esti- 
mates of housing demand, as well as be- 
ing basic to a consideration of the need 
for, or sufficiency of, low-rent housing." 

Although estimates of alterations in 
rents and shelter expenditures are essen- 
tial for consideration of these and many 
other questions, little attention has been 
paid to this problem. Instead of examin- 
ing actual rental movements, many ana- 
lysts have used estimates of changes in 

* For examples of the use of rent figures see U.S. 
Senate, Extension of Rent Control: Hearings, Sub- 
committee of the Committee on Banking and Currency 
(80th Cong., 2d sess.), passim, esp. pp. 14, 35; 
J. B. D. Derksen, “Long Cycles in Residential 


Building,” Econometrica, VIII (1940), 97-116; Na- 
tional Housing Agency, Housing Needs (Bull. 1), 


pp. 11-13. 
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the rent index of the Bureau of Labor 
Statistics’ Consumers’ Price Index.’ The 
B.L.S. does not attempt to measure 
changes in either the general rent level or 
shelter expenditures. As will be made 
clear in the following section, their rent 
index is applicable only to a particular, 
small problem and proves erroneous 
when applied to other cases. 

The B.L.S. rent index rose compara- 
tively little from 1940 until 1947 (+4 per 
cent), then more rapidly (+8 per cent)— 
a far smaller rise than other costs or 
prices registered. In contrast to this rise 
of 12 per cent from 1940 to mid-year 
1948, I estimate that rents and shelter 
expenditures, as normally used in hous- 
ing and cost-of-living analysis, have ac- 
tually risen 40-70 per cent, or three to 
six times as much as the rent index. 

The next section shows how these esti- 
mates are derived and wherein they dif- 
fer from the special case measured by the 
B.L.S. These new estimates require a re- 
consideration of commonly accepted no- 
tions. We must re-examine many of our 
ideas as to what has happened and is 
happening in the housing market. The 
last section briefly indicates some of the 
problems in these fields. 


2 Instances are too numerous to cite and can be 
found in almost any current periodical or newspaper 
account of the present inflation or housing crisis. 
For particularly glaring examples see the testimony 
of Secretary Harriman (U.S. Senate, op. cit., p. 14), 
or the use of the Consumers’ Price Index by the 
President to estimate changes in purchasing power 
and disposable income (The Economic Report of the 
President Transmitted to Congress, January, 1948, 
Pp. 1§-17, 113-14). 
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In estimating changes, one must recog- 
nize and differentiate among many con- 
cepts covered by the terms “rent” and 
“shelter expenditures.” The timing and 
magnitude of movements in any series 
are a function of the particular items in- 
cluded. The path of each series may di- 
verge from every other, with the amount 
of divergence depending upon the actual 
items chosen. 

1. Let us consider changes in the aver- 
age level of rents paid by all residential 
tenants in the United States. This aver- 
age is either the mean or the median of 
all tenant payments for the occupancy of 
dwellings at a particular time. 

2. For problems of expenditures or 
charges against the consumer’s budget or 
income and for cost-of-living studies, 
this measurement must be expanded to 
include payments made by owner-occu- 
piers. Most studies of family expendi- 
tures lump both types of payments to- 
gether, since a change in either affects 
equally the consumer’s position. The 
need for this wider concept is evident 
when it is recalled that 53 per cent of the 
families in the United States occupy 
their own homes. 

3. Finally, many analytical studies re- 
quire an estimate of total rents obtained 
by adding actual rents paid by tenants to 
imputed rents for owner-occupied space. 
This amount varies from the previous 
definition in so far as actual expenditures 
by owners either surpass or fall short of 
the imputed rental value of their proper- 
ty. All studies show a considerable differ- 
ence between these two series.’ 


3 Numerous other definitions are important to 
economic analysis but cannot be discussed here be- 
cause of space limitations. One of those requiring 
much attention is the concept of rent as an induce- 
ment to invest, as used in many econometric models. 
In a separate study I conclude that movements in 
the time series of rents commonly used in these 


A. TENANTS’ PAYMENTS 


Basic data on movements in the level 
of rents paid by all nonfarm tenants in 
the United States are provided by vari- 
ous censuses of housing conducted by the 
United States Bureau of the Census. 
According to them, the median monthly 
rental for all nonfarm tenants in the 
United States in 1940 was $21.38. By 
November, 1945, this median rental had 
risen to $27.88 per month, and by April, 
1947, to $29.33. In other words, the aver- 
age rent payment by tenants was 30 per 
cent higher by late 1945, and 37 per cent 
higher by April, 1947, than the 1940 
level.4 

This figure of 37 per cent is the best 
available estimate of the rise in rents 
paid during this period. However, the 
1940 Census was a complete enumeration, 
while that of 1947 was based on a sample 
and therefore is subject to the possibility 
of a sampling error. The census estimates 
the 0.95 fiducial limits of the 1947 rent 
estimate as $28.43 and $30.26.5This would 
place the actual percentage increase be- 
tween the limits of 33 and 42 per cent. 
Even if a large sampling error occurred, 
the actual rise would far exceed that used 
by most analysts. The reliability of the 
estimate is improved by the independent 
1945 data and also by the Survey of Con- 
sumer Finances of the Federal Reserve 
System, which arrives at a similar con- 
clusion.® 


studies may have errors of measurement of over 100 
per cent and in many years even move in the wrong 
direction (S. J. Maisel, “An Approach to the Prob- 
lems of Analyzing Housing Demand”’ [unpublished 
thesis; Harvard University, May 1948], p. 72). 

4 U.S. Housing and Home Finance Agency, Hous- 
ing Statistics Handbook (Washington, 1948), p. 79; 
U.S. Bureau of the Census, Current Population Re- 
ports—Housing (Series P-70, No. 1), p. 24. 

5 U.S. Bureau of the Census, op. cit., p. 7. 


6 According to this survey, the median nonfarm 
rent in early 1948 was well over $30. A frequency 
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There are several reasons for the wide 
divergence between the rise in the B.L.S. 
index and this estimate of shifts in aver- 
age rents. The B.L.S. clearly disavows 
any intention of measuring movements 
in general rental payments, and it at- 
tempts only to measure changes from 
period to period in the prices of identical 
housing units occupied by tenant fami- 
lies of moderate incomes (in 1936) who 
live in large cities.? The relationship be- 
tween rents paid by this small, selected 
group and the general body of tenants 
can change and, in fact, has changed 
significantly. 

The B.L.S. gathers data on rents in 
two periods for a selected sample of 
dwellings. Rents are tabulated by rent 
classes, and rent relatives for the two 
periods are obtained for each class. These 
rent relatives by class are then averaged, 
using weights derived from previous ex- 
penditure studies. While owner-occupied 
dwellings are not included in the rent 
relatives, they enter into the weights. 

New housing is added whenever the 
sample is changed, but no attempt is 
made to compare the level of rents of the 
old and new units. Only rents charged for 
the new unit itself in the present and 
preceding period are considered. These 
yield a rent relative which is linked to the 
index.’ Any rise in rents in the unit be- 


distribution without a median is all that is published, 
but if the distribution were normal throughout the 
$30-$40 rental class, the median would be around 
$33 (see Federal Reserve Bulletin, September, 1948, 
Table 2, p. 1061; also see the statement on p. 1059 
that the survey agreed with the census and found the 
median to be about $30). 


7 Office of Economic Stabilization, Report of the 
President’s Committee on the Cost of Living (Wash- 
ington, 1945), pp. 166, 252. 

8 Tbid., p. 360. This is the latest detailed infor- 
mation and apparently is confirmed by testimony of 
Commissioner Clague (U.S. Senate, op. cit., pp. 
32-34). 
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fore it was included in the sample or the 
difference between its level and those of 
previously existing units which might 
raise or lower the general level of rents is 
carefully excluded. 

It has sometimes been thought that 
the rent index diverges from the census 
because the B.L.S. index is corrected for 
changes in quality or because it attempts 
somehow to measure shifts in real rents. 
This is not so, however. Neither the cen- 
sus nor the rent index is concerned with 
the quality of shelter. Measurement of 
quality in housing is an elusive problem 
which has yet to be solved satisfactori- 
ly.*° Quality depends not only on size and 
facilities but also on age, maintenance, 
and such nonphysical factors as the 
change in composition of neighborhoods 
or a shift in social requirements. Houses 
unchanged structurally may lose most of 
their value because of the deterioration 
of their surroundings.” General agree- 
ment exists that the quality of rental 
units in the B.L.S. sample has fallen.” 

While other factors influence the cen- 
sus data, the quality of all rental housing 
almost certainly fell between 1940 and 
1947. The percentage of tenant-occupied 
houses not needing major repairs and 
with adequate toilet facilities apparently 
increased about 1o per cent, but part of 


9 E.g., it has been claimed that the B.L.S. index 
represents changes in rents charged for identical 
qualities of housing (Bureau of the Census, op. cit., 
p. 6). 


1° E.g., see the work of the Committee on the 
Hygiene of Housing, American Public Health As- 
sociation, especially Amn Appraisal Method for 
Measuring the Quality of Housing (New York, 1946) 
and Housing for Health (Lancaster, Pa.: Science 
Press, 1941). 


% D. Rosenman, A Million Homes a Year (New 
York: Harcourt, Brace & Co., 1945), chap. vi. 

™ Office of Economic Stabilization, op. cit., pp. 
173, 364. 
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this increase may have resulted simply 
from alterations in the enumerators’ 
forms." On the other hand, the average 
age of units increased greatly, general 
maintenance was cut to a bare minimum, 
and neighborhoods shifted. In addition, 
higher rents in 1947 were paid for less 
space, since the average number of rooms 
per rented dwelling unit fell." 

Neither the B.L.S. nor the census ad- 
justs for the shifting of repair costs from 
owners to tenants, for the loss of rent 
concessions frequently granted in 1940, 
or for additional costs of “extras” or 
premiums now charged by some land- 
lords. While quantitative data are poor, 
all studies show the existence of a black 
market in rents. Estimates for particular 
cities indicate that from a third to nearly 
all controlled units are re-rented in the 
black market. Because of these factors, 
both the B.L.S. and the census under- 
state the actual increases in rents paid.’ 

Divergences between movements of 
the B.L.S. and the census series occur 
primarily because of the following three 
factors: 

1. The largest share of the divergence 
comes from the fact that the B.L.S. 


3 This demonstrates some of the difficulties in 
measuring even physical factors (see Bureau of the 
Census, op. cit., pp. 5, 11; Housing and Home 
Finance Agency, op. cit., p. 79). 

™ Bureau of the Census, op. cit., p. 18; Housing 
and Home Finance Agency, op. cit., p. 50. The gen- 
eral fall in maintenance is commented on in U.S. 
Senate, op. cit., pp. 366, 696, 810, 980. In many 
cases the maintenance of rented units is estimated to 
have fallen to between a half and a third of pre-war 
levels and sometimes even lower. 


U.S. Bureau of Labor Statistics, Construction 
(September, 1948), p. 22. For statements on the 
prevalence of a black market see the testimony of 
both landlord and tenant groups in U.S. Senate, 
op. cit., pp. 103, 979-80; also the article therein 
quoted, Wall Street Journal, January 27, 1948. A most 
startling survey is that of the Chicago Sun-Times, 
August 11-26, 1948, which details the methods used. 
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measures only changes in identical units. 
The average level of rents paid can rise 
because either (a) the price of particular 
identical units is raised or (b) additional 
units are added at rents above the previ- 
ous average and old units previously 
renting below the average are removed 
from the market. This second type of 
change, carefully excluded by the B.L.S., 
appears to be the most important cause 
of rises in average rents between 1940 
and 1947. 

The 1947 census showed 3.3 million 
(45 per cent) fewer units renting for 
under $20 in 1947 than in 1940. At the 
same time, the increase in the number 
renting for over $40 per month was 1.6 
million, or 65 per cent."* Some of this 
change, of course, occurred because of 
higher rents for identical units. The 
B.L.S. data give an indication of the rela- 
tive importance of this factor. Even if the 
B.L.S. underestimated increases in iden- 
tical units by roo per cent, a shift of 
units in the market would still be needed 
to account for a majority of the change. 

Observation indicates that a large- 
scale movement of units has actually 
taken place. Much of the change appar- 
ently has been due to the method of im- 
posing rent controls. Rents were frozen, 
but selling prices were not. In addition, 
rental units added to the market were 
either not controlled at all or not so rigor- 
ously controlled. These factors put a 
premium on removing low-rent units 
from the market and either selling them 
for owner-occupancy, using them for 
commercial purposes, or altering them 
sufficiently to obtain higher ceilings. 
Since new rents were set in an artificially 
stimulated market, a low-rent unit might 
be sold only to be replaced by an identi- 
cal unit, not previously under control, 

** U.S. Bureau of the Census, op. cit., p. 24. 
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renting for two to three times as much.*’ 

Not only does the B.L.S. method of 
constructing the rent index exclude the 
effect of this movement on the rent level, 
but the method of linking in new units 
tends to add an artificial stability, since 
the increase in rents for new units is 
most likely to take place before the unit 
is placed on the rental market. 

This can best be illustrated by the fol- 
lowing extreme hypothetical case: As- 
sume (a) that a rent index sample is com- 
posed of all controlled units whose rents 


TABLE 1* 


PERCENTAGE DISTRIBUTION BY RENT CLASSES 
OF ALL TENANT FAMILIES COMPARED 
TO MODERATE-INCOME FAMILIES 

















| 

All Moderate- 

Rent Class Nonfarm Income 

Tenants Tenantst 
Under $10......... 18 2 
$10-$19.... 28 19 
20- 29... - 24 37 
30- 30... ae 15 29 
40- 49... ia 8 10 
Over $50... whol 7 3 





* Source: U.S. Bureau of the Census, 16th Census, Popula- 
tion and Housing, ‘‘Families—Tenure and Rent,’’ p. 96. 

t Urban tenant families reporting no other income except 
wages and salaries in the income class $1,500-$1,999. 


do not rise; therefore, the index would 
stay at 100; (b) that a doubling in the 
rents of all noncontrolled units takes 
place; (c) that after this rise a new 
sample is taken composed entirely of new 
units; if the rise took place before the 
new sample was taken, the index would 
still remain at 100; (d) that old, previous- 
ly controlled units are now decontrolled 
and their rents doubled also. Since they 
have been replaced in the sample, the 
index would still remain at 100, although 
the actual level of all rents would have 
doubled. 

17 Nearly all careful observers of the real estate 


market have noted these facts. For specific examples 
see U.S. Senate, op. cit., pp. 646, 758, 862, 865, 958- 


59, 975-77- 
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2. The second cause for the divergence 
of the rent index from changes in the gen- 
eral level of rents is that the index is a 
weighted average, chosen specifically not 
to represent general rents but rather to 
measure movements primarily for units 
normally rented to moderate-income 
families."* Since movements of units for 
this class are not typical of all, the index 
will diverge from the average. 

The B.L.S. does not publish informa- 
tion on the weights assigned to each par- 
ticular rent class, and these weights vary 
for each city; but Table 1, constructed 
from the 1940 census, may be used as an 
example of possible bias. 

Many studies of the rental market 
have shown that dwellings in different 
rent ranges react to changing demand 
and supply conditions with movements 
of varying amplitude.’® Apparently in 
the war and immediate pre-war period, 
charges for low-rent units rose at a more 
rapid rate than did those for moderate- 
rent units. The census data on movement 
in rent classes indicate that the classes to 
which the B.L.S. gives highest weights 
have probably not been typical. Assign- 
ment by the B.L.S. of heavy weights 
based on moderate-income families to 
those ranges with the smallest rise would 
mean an understatement of the general 
rent rise. 

3. As a final factor, the thirty-four 
large cities used by the B.L.S. for their 
sample have not had rent movements 
typical of the country as a whole. For 
example, whether resulting from fewer 
rent controls or from additional units, 
average rents in rural nonfarm areas rose 


*8 Office of Economic Stabilization, op. cit., p. 
360. 

City Planning Commissinn, Housing Market 
Analysis, Mobile, Alabama (1945), p. 15; H. S. 
Swan, The Housing Market in New York City (New 
York, 1944), p. 43. 
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approximately 85 per cent, while the 
equivalent rise for urban areas was only 
28 per cent.”° 

An examination of rents by cities also 
shows that the particular cities in the 
B.L.S. index have had more stable rents 
than has the country as a whole.* The 
bias of the selected sample and the ex- 
clusion of small cities and rural nonfarm 
areas form a third reason for variations 
between changes in the rent index and 
actual rents. 

Since the divergences of the rent index 
and general rents follow directly from the 
differences in the universe being meas- 
ured, variations between the census and 
B.L.S. figures need not point to any tech- 
nical or sampling errors on either part. 
They also explain why the B.L.S. rent 
index cannot be used as a representation 
of movements in the general rent level.” 


B. TOTAL SHELTER PAYMENTS 


The preceding estimate was based only 
on changes in payments of tenants. To 
this must now be added increased ex- 
penditures of owner-occupiers in order to 
obtain the total increase in shelter ex- 
penditures. While these payments are 
more important than the payments of 


U.S. Bureau of the Census, of. cit., p. 24; 
Housing and Home Finance Agency, op. cit., p. 70. 


= Housing and Home Finance Agency, Housing 
Characteristics in 108 Selected Areas (Statistics 
Bull. 1). 


Since the census measures only rental pay- 
ments, a question might be raised as to biases and 
errors in the 37 per cent figure as an estimate of 
changes in real rents. As Part A of this section 
pointed out, the quality of housing received prob- 
ably deteriorated. The estimate would be low also 
because rent concessions have been replaced by 
premiums and because of tenant assumption of 
maintenance charges. The actual understatement 
would be a function primarily of the number of times 
that units passed through the rental market. Even 
with decreased turnover, these factors could mean 
an understatement of the true rise by a considerable 
margin. 


tenants, since 53 per cent of dwelling 
units were owner-occupied in 1947, little 
or no exact data are available on them. 
Consequently, this estimate must, of 
necessity, be exceedingly coarse. 

Expenses of ownership in theory could 
be measured either on a cash basis or on 
an accrual basis. The following are based 
on cash payments, including amortiza- 
tion, since this concept represents the 
drain on the consumer’s budget and thus 
seems more useful for analytical pur- 
poses. Another reason for use of cash 
data is that the actual economic cost of 
homeowning can be computed only ex 
post, and, in the present period of rapid 
shifts in market prices, estimates of what 
these ex post values might be have but 
little validity.” 

Cash payments of owner-occupiers are 
believed to have risen a minimum of 50 
per cent over the pre-war period, while 
the maximum rise may be slightly over 
60 per cent. This estimate is obtained 
from a weighted average of increases in 
interest, amortization and insurance 
charges, taxes, and maintenance costs. 

Weights have been obtained from 
studies of payments required to occupy 
a typical house and through studies of 
family expenditures.** While these studies 
differ somewhat, weights of broad cate- 
gories are not far apart. Weights chosen 
are: 60 per cent for interest, amortiza- 
tion, and insurance charges; 25 per cent 
for taxes, and 15 per cent for mainte- 
nance.** Minor errors in these weights 


23 National Housing Agency, Housing Costs 
(Bull. No. 2), pp. 16-17. 


+4 Ibid., pp. 24-25; Office of Economic Stabil- 
ization, op. cit., p. 363; U.S. Bureau of Labor 
Statistics, Family Expenditures in Selected Cities 
(Bull. No. 648). 


% National Housing Agency, Housing Costs, p. 
25; Office of Economic Stabilization, op. cit., p. 363. 
The latter estimate must be increased by a sum for 
amortization to make it fit our concepts. 
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would not affect the broad estimates 
given above. 

It is estimated that interest, amortiza- 
tion, and insurance payments have in- 
creased by 50-70 per cent since the start 
of the war. As an example, the outstand- 
ing mortage debt on one- to four-family 
dwellings has risen by about this magni- 
tude.” The principal cause for this in- 
crease is the rise of well over too per cent 
in the price of houses between 1939 and 
June, 1948. Housing price indexes are 
notoriously poor, but the United Indus- 
trial Associates—the only available index 
—puts the rise at 140 per cent. The price 
indexes for building and building materi- 
als rose between 110 and 120 per cent.?? 

The increased burden of these charges 
has fallen very unevenly between those 
who owned homes in pre-war days and 
those who have had to purchase at pres- 
ent greatly increased prices. Between 
one- and two-thirds—probably about 
half—of all owner-occupied houses have 
been purchased since the start of the 
war.”* Of these, the great majority have 
been purchased since 1945. As a result, 
as much as three-quarters of the present 
interest and amortization load may fall 
on houses bought since 1945.”° 

Recently taxes have been one of the 
most stable costs of homeownership. The 
increase in payments for this category 

% Federal Reserve Bulletin, July, 1948, p. 782. 
These totals apply to different numbers of houses, 


but, even on a per house basis, the rise is over 50 
per cent. 

27 Buffalo Courier-Express, July 25, 1948, p. 8-A; 
U.S. Department of Commerce, Construction and 
Construction Material (August, 1948). 


28 Based on a comparison of purchases of homes 
since 1946 (see Federal Reserve Bulletin, July, 1948, 
p. 761) plus privately financed homes built during 
the war (Housing and Home Finance Agency, Hous- 
ing Statistics Handbook, p. 6) to all owner-occupied 
homes (Bureau of the Census, of. cit., p. 9). 


29 Mid-year Economic Report of the President, 
Transmitted to the Congress July, 1948, p. 15. 
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has been about 20 per cent. Total local 
property tax receipts (which, however, 
include payments on commercial and 
other types of property as well as residen- 
tial) increased by 23 per cent between 
1942 and 1947.°° Likewise, it is known 
that the adjusted tax rate for cities in- 
creased 13 per cent, while the average 
per capita assessment rose about 23 per 
cent.* 

No good figures have ever been avail- 
able on the extent of maintenance and 
repairs necessary for a house, but 100 per 
cent is considered a minimum estimate of 
the rise in these expenses. The amount of 
maintenance required should be some- 
what greater at present than before the 
war because of the increased age of 
houses and of delayed maintenance. At 
the same time, the cost of maintenance 
has more than doubled.# 

To obtain the total average increase in 
shelter payments, the rise in expendi- 
tures for owner-occupiers must be aver- 
aged with that of tenants. Based on the 
present ratio of tenants to owner-occu- 
piers and using the minimum estimate of 
a 50 per cent increase in expenses, the 
average rise in shelter expenditures 
would be 44 per cent above the pre-war 
level. This would be augmented by a 
probablerisein tenants’ expenditures since 
the 1947 census.*3 

3° U.S. Bureau of the Census, Government Revenue 
in 1947 (G-GF47, No. 3 [August, 1948]), p. 8. 

3*“Tax Rates of American Cities,” National 
Municipal Review, January, 1948, p. 17. 

3#U.S. Congress, High Cost of Housing: Joint 
Committee Print, Subcommittee to the Joint Com; 
mittee on Housing (80th Cong., 1st sess.), chaps. iii 
and vii. 

33 This increase would be still greater (a total rise 
of 48 per cent) if it could be assumed that tenants 
shifting to ownership raise the amount of their pay- 
ments in the same proportion as owners’ payments 
have exceeded those of tenants in the past. While 
this assumption appears plausible, it cannot be 
proved because the market has been so disturbed 
and abnormal. 
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C. IMPUTED RENTS 


A third method of estimating changes 
in rents is necessary for current analysis; 
but available data for it are even poorer 
than for the preceding ones. Attempts to 
analyze the housing market and housing 
demand make use of the concept of rent 
or value classes, which include both 
tenant-occupied houses at their contract 
rents and owner-occupied houses at their 
imputed rents.*4 Depending upon the 
method chosen, imputed rents may be 
estimated as anywhere between 37 and 
100 per cent higher than in the pre-war 
period. 

Two basic methods of imputing rental 
values have been employed in housing 
surveys: (1) imputed rents can be esti- 
mated by comparison with similar houses 
actually rented by tenants in the neigh- 
borhood ;5 (2) the market value of owner- 
occupied houses can be estimated, and 
rental value can then be assumed to be a 
certain proportion of the total value. 

The first method is preferable and has 
given better results in the past. Now, 
however, neighborhoods where tenant 
rents can be obtained will show a mixture 
of low rents for houses which may have 
been rigorously controlled and high rents 
for units rented since the relaxation or 
total removal of rent controls. Which 
level is proper for imputing rents? The 
minimum estimate of a 37 per cent rise 
in imputed rents between 1940 and 1947 
is obtained by assuming that the rental 
value of owner-occupied houses rose at 
the same rate as that of the general rise 
in rates for tenant-occupied dwellings. 
On the other hand, it might be reasoned 
that the average rise in tenant rents has 

3¢An excellent theoretical exposition may be 


found in H. W. Robinson, The Economics of Building 
(London, 1939). 


3s This was the method employed in the 1940 
census, 


been dampened through artificial controls 
on certain units and that the true equi- 
librium level for imputing rents is some- 
what higher. 

The second method of obtaining im- 
puted rents leads in normal times to far 
greater difficulties. It is hard to value ob- 
jects which have not recently passed 
through the market. Consequently, a 
tendency exists to use original cost or 
some similar basis, which may have no 
relationship to actual value. Even if 
proper values can be obtained, a problem 
exists in finding correct rent-value ratios 
to translate these into rents.*° 

The present tremendous rise in market 
values of houses adds a further compli- 
cation. While information could be ob- 
tained for units which have changed 
hands recently, data on homes occupied 
by owners since before the war would be 
less trustworthy and also might be lack- 
ing in significance for market analysis. 
Many owners have not taken account of 
the increased capital values of their 
homes; and, as a result, they may be oc- 
cupying far more expensive space than 
they would choose if they had to buy it 
in the market. On the other hand, values 
would probably shift significantly if all 
owners attempted to realize their poten- 
tial capital gains. 

However, if it is held that the rental 
value of a dwelling is necessarily related 
to its market price or value, estimates of 
the rise in the average amount of im- 
puted rents should use the known in- 
creases in selling prices. In this case the 
increase in imputed rental values would 
be the maximum estimate of over 100 per 
cent. 

Each of these values would be affected 


36 For a discussion of some of the problems met 
with see D. L. Wickens, Residential Real Estate (Na- 
tional Bureau of Economic Research, 1941), pp. 
18-37. 









114 


by any change in rent controls. Total 
rents would almost certainly rise after a 
relaxation of controls, with the amount 
contingent on the ratio of controlled 
units to others. Uncontrolled rents might 
well fall, but this would depend on sec- 
ondary effects, which are hard to judge. 
The effect on selling prices would be un- 
certain, since they would be affected by 
secondary reactions as well as by changes 
in financial and similar markets. 

To obtain the total increase in the 
rental value of the country’s shelter, 
shifts in imputed rents must be averaged 
with the increased payments by tenants. 
Using the lower limit, we should have an 
estimated rise in total rents of 37 per 
cent, while the upper estimate would give 
a figure somewhat over 70 per cent. 

Any of these methods of estimating 
present rents might be used, with the 
choice made according to the particular 
problem in hand. The important fact re- 
mains that, no matter which method is 
employed, rents are seen to have risen 
much more than is generally recognized 
by those using the B.L.S. rent index as 
a source of rental information. 


II 


This section contains examples of 
analyses that might be altered by the 
changed rent estimates previously de- 
tailed. 

1. Rent-control legislation must be re- 
examined to see whether or not it is actu- 
ally accomplishing its ends. If rents had 
been effectively controlled, how could 
this large increase have taken place? 

This article is not the place to consider 
the propriety of rent controls. Congress 
has passed legislation aimed at limiting 
the rise in rents. Both proponents and op- 
ponents have used the B.L.S. rent index 
as an indication of the effectiveness of 
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this legislation and of its problems.’ 
What additional problems are raised 
when we take account of the total rise in 
rents and shelter expenditures as con- 
trasted with the small rise in the rent 
index? 

The large increase in average rents 
could result only from vast shifts in the 
housing market. Since some groups are 
still paying low, controlled rents, others 
must be paying much higher ones. Thus 
a problem of equity exists. 

A family’s rental expenditures affect, 
in addition, purchases of other goods, the 
amount of space occupied, and demand 
for new construction. If rent controls are 
altered, important reactions must be ex- 
pected in each of these markets. 

The results of changing rent legislation 
depend upon the real, existing situation. 
Unfortunately, with widely divergent 
rent figures, two completely contrasting 
hypotheses as to the rental situation can 
be, and have been, advanced. One, prob- 
ably held by most economists, states that 
a large sector of rents has been adequate- 
ly controlled. Increases have occurred as 
a result of (a) a slight decrease in the 
number of rental units, (6) the fact that 
new units rent at higher rates, and 
(c) some individual units have higher 
rents—either authorized or illegal but 
possible because of the lack of effective 
enforcement. On the whole, rents have 
increased less than 15 per cent; and con- 
trols have served to protect the average 
consumer from dangers inherent in the 
shortage of housing. 

The second hypothesis states that, on 
the average, rents have been poorly con- 
trolled. All possible units have been re- 
moved from control by sales, conversions, 


37 See U.S. Senate, op. cit., pp. 15, 29, 343, 617; 
715, 766, 822, 1126; M. Friedman and G. J. Stigler, 
Roofs or Ceilings? (Irvington-on-Hudson: Founda- 
tion for Economic Education, Inc., 1946), p. 18. 
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and similar actions. In many theoretical- 
ly controlled units, ceilings are evaded by 
extra-legal methods. Controls are effec- 
tive primarily where units have been oc- 
cupied by the same family since early in 
the war or where units are owned and 
operated by large-scale, reputable land- 
lords who actually obey the law. As a re- 
sult some tenants, though not a large 
group, benefit greatly from present regu- 
lations, while the effect on the rest is 
uncertain. 

Obviously, each of these hypotheses 
may lead to contrasting views of the re- 
sults of changing controls. Unfortunate- 
ly, the data needed for testing these hy- 
potheses are not available. Controls af- 
fecting several billion dollars’ worth of 
payments are maintained, but there is no 
real knowledge or consideration of their 
effect. Even the number or proportion of 
units under control is not known, let 
alone the extent to which normal pat- 
terns have been affected. Estimates of 
large increases in rents leave serious 
doubts as to the underlying rent-control 
situation. If policies are to be either re- 
newed or altered, these doubts should be 
resolved. 

2. A second problem raised is con- 
cerned with the effect of these higher 
expenditure estimates on our studies of 
consumers’ budgets and cost of living. 
Most analyses of the inflation and gener- 
al price situation use figures based on the 
rent index. What analytical shifts might 
result if these figures were corrected to 
show the amount that shelter expendi- 
tures have actually increased? 

Rent has a base weight of 18.1 per cent 
in the B.L.S. Consumers’ Price Index 
and is of approximately equal impor- 
tance in all consumers’ expenditures. If 
the estimated rise in rents of from 40 to 
70 per cent above the 1940 level had been 
reflected in the cost-of-living index at the 


start of 1948, the total index would have 
been from 5.5 to 11.0 index points high- 
er.3* This would have raised the recorded 
increase for the total from 8 to 16 per 
cent. Conversely, expressions of mone- 
tary national income in real terms would 
be decreased. Although well within prob- 
able margins of error, a change of this 
magnitude would influence many prob- 
lems. 

The more general question also arises 
of possible effects caused by the use of 
the B.L.S. Consumers’ Price Index for 
problems requiring a general cost-of-liv- 
ing index. Are there other parts of our 
economy where, as in the case of housing, 
price movements are not accurately 
measured by indexes based only upon 
moderate-income families in large cities? 

One obvious example of a possible in- 
flationary effect from use of such data is 
found in the field of wage negotiations. 
As a result of the General Motors— 
United Automobile Workers wage agree- 
ment, the Consumers’ Price Index has 
become an active force in determining 
the wage, and perhaps the price, level for 
the country. However, because of the 
particular structure of the rent compo- 
nent of this index, its movements may 
either highly exaggerate or move con- 
trary to the general movement of rents 
in this country. This could occur as fol- 
lows: (a) the Consumers’ Price Index— 
predominantly composed of well-con- 
trolled rents—does not fully reflect the 
rise in noncontrolled rents; (6) as rent 
controls are removed or weakened, con- 
trolled rents would be expected to rise 
toward the level of uncontrolled rents; 
(c) this would raise the rent index rapid- 
ly, while the average level would not be 


38U.S. Bureau of Labor Statistics, “On the 
Relative Importance of Items and Groups of Items 
in the Consumers’ Price Index” (mimeographed), 
Pp. 3- 
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influenced to as great an extent and, de- 
pending on the state of the market, 
might actually fall. 

3. Finally, we ask what effect the esti- 
mates of this paper may have upon anal- 
ysis of housing demand. Many analysts 
using the rent index consider that the 
present housing market reflects a lower- 
than-normal ratio of rental expenditures 
to income. For example, America’s Needs 
and Resources says: “Rent control has 
been more effective than price control of 
other commodities, and has reduced the 
proportion of the consumer’s budget de- 
voted to shelter.’’*? 

Discussions have attributed inflation- 
ary effects in other areas of the economy 
to supposed low expenditures for shelter 
or have predicted a possible unfortunate 
effect on general demand as a result of a 
rise in rent expenditures. The correctness 
of these ideas depends upon whether 
shelter expenditures are artificially low 
because of controls. 

If expenditures are low, what effect 
would the release of controls have? Fami- 
lies now protected by low rents would 
probably be forced to expand their shel- 
ter expenditures. This might increase the 
demand for construction and would also 
absorb some of the inflationary pressure 
on other industries.*° On the other hand, 
repeal of controls might lead to a more 
effective use of space and thus diminish 
somewhat the housing shortage and con- 
sequently might remove one of the re- 
maining props of what has been a small 
housing boom. 

However, if shelter expenditures are 
not low but rather are close to normal, 
then controls may have merely altered 
the incidence and not the total burden of 

39 J. F. Dewhurst, America’s Needs and Re- 
sources (New York: Twentieth Century Fund, 
1047), P. 1§2. 
4° Friedman and Stigler, op. cit., p. 9. 
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shelter payments. In this case, a release 
might mean simply a reshuffling of space 
and expenditure with no over-all change 
in demand. 

Here again these questions could be 
answered only with better data. If, as 
this article estimates, shelter expendi- 
tures have increased by 40-70 per cent, 
they have already gone up much of the 
distance toward normal. In fact, crude 
estimates indicate that rises of this mag- 
nitude would give a ratio of rent to in- 
come close to that of the pre-war peri- 
od.* These higher estimates mean that 
expenditures on housing have not lagged 
far behind those in other fields. 

These and many other problems re- 
quire constant use of accurate rental 
data. Perhaps, if it is recognized how 
poor present facts are, this additional in- 
formation may be forthcoming. Even 
with present data, however, it is clear 
that many current beliefs are based upon 
weak foundations. A recognition of the 
fact that actual shelter payments have 
risen far more sharply than is generally 
believed should make possible more ac- 
curate and productive analysis of the 
housing market. 


III 
I should like to re-emphasize the in- 
adequacy of the basic data with which 
we must work in measuring shifts in 
rents and shelter expenditures. However, 
recognizing the lack of complete accura- 
cy, it is still clear that the B.L.S. rent 
index has not measured changes in aver- 
age rents because this index deals with 
movements in a very limited sphere 
which cannot be generalized. Rent and 
shelter payments have actually increased 
by three to six times as much as the rent 
index. 
While average rents paid by tenants 
4 Maisel, op. cit., pp. 330-49. 
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have risen at least 37 per cent when com- 
pared to the pre-war period, payments of 
owner-occupiers have probably gone up 
even more. For both owners and tenants, 
the additional shelter burden is very un- 
evenly shared between those who have 
purchased or rented houses since the war 
and those who have remained in posses- 
sion of a dwelling from the pre-war 
period. 

A realization of the fact that shelter 
expenditures have increased by 40-70 per 
cent requires a reconsideration of many 
problems in the field of housing and in- 





flation. While the data are too coarse for 
definite conclusions, many opinions 
about the effectiveness and the equity of 
rent controls appear questionable. At the 
same time, such an increase in shelter 
costs would mean that the amount of in- 
flation as compared to the pre-war period 
has been generally understated. The 
higher figures on expenditures and im- 
puted rents also indicate a sharper rise in 
effective housing demand than is com- 
monly recognized. 
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THE FUTURE LOCATIONAL PATTERN OF IRON AND STEEL 


PRODUCTION IN THE UNITED STATES: 


WALTER ISARD AND WILLIAM M. CAPRON 


N A previous issue of the Journal the 
senior author discussed the changes 
that have occurred in the relative 

importance of the several locational fac- 
tors in the iron and steel industry and the 
resultant relocation of activity in the 
leading producing nations and regions in 
the last century and a half.’ Our purpose 
here is to advance certain tentative gen- 
eralizations concerning the future dis- 
tribution of iron and steel production 
among the several regions of the United 
States—a nation where we can. reason- 
ably expect economic considerations to 
dominate social and political ones. 


I 


Let us first consider possible fuel econ- 
omies, domestic ore reserves, and scrap 
supply. Currently the industry is experi- 
menting extensively with new tech- 
niques, such as the use of enriched air 
and oxygen‘ in the blast, the open- 
hearth, and the electric furnace and in 


«The writers are indebted to Professor A. P. 
Usher of Harvard University for helpful suggestions 
and to the Social Science Research Council for finan- 
cial assistance in collecting the material. 

* Walter Isard, “Some Locational Factors in the 
Iron and Steel Industry since the Early Nineteenth 
Century,” Journal of Political Economy, LVI (June, 
1948), 203-17. 

3 It was shown (1) that the relative importance 
of coal sites has declined considerably, owing to 
tremendous fuel economies from technological ad- 
vance; (2) that the pull of ore sites relative to coal 
sites has increased accordingly; and (3) that the im- 
portance of markets relative to both ore and coal 
sites has greatly increased, owing to the mounting 
use of scrap, particularly purchased scrap. 

4 Tonnage uses of oxygen, as distinct from uses 
involving relatively small quantities, are becoming 
feasible as a result of tremendous cost reductions in 
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the Bessemer converter and the use of 
high pressures, with or without enriched 
air or oxygen, in the blast furnace. The 
few European experiments with enriched 
air in the blast furnace in general indi- 
cate substantial fuel reductions, one set 
of tests showing a 10-15 per cent coke 
saving.’ Republic Steel’s extended inves- 
tigations into the effects of pressure oper- 
ation upon blast-furnace performance re- 
veal that coke rates can be decreased up 
to 13 per cent.® Not much greater savings 
are thought likely when pressure opera- 
tions and oxygen-enriched blast are com- 
bined.’ In the Bessemer converter and in 


tonnage oxygen production. Developments during 
World War II have revolutionized the low-pressure 
fractionation method of manufacture. Estimates of 
the future cost of metallurgical oxygen (90-95 per 
cent pure) are from $3.67 to $7.02 per ton for plants 
producing 100-1,000 tons per day and operating at 
capacity. These estimates are roughly one-tenth of 
pre-war costs (C. R. Downs, “Impact of Tonnage 
Oxygen,”’ Chemical Engineering, LV [August, 1948], 
113-17). 

5 See, among others, W. Lennings, “Versuche mit 
siuerstoffangereichertem Wind bei eisenreichen und 
eisenarmen Erzmillern,” Stahl und Eisen, LXIII 
(October 21, 1943), 757-67; M. W. Thring, “Use of 
Oxygen in the British Steel Industry,” Journal of the 
Iron and Steel Institute, CLVI (June, 1947), 286-88; 
R. Durrer, Verhiitten von Eisenerzen (Diisseldorf, 
1943), pp. 104-22; and D. D. Howat, “The Applica- 
tion of Oxygen in the Operation of the Blast Fur- 
nace,” Blast Furnace and Steel Plant, XXXV (May, 
1948), 533-38, 592, 602-3. 

6 J. H. Slater, “Operation of the Iron Blast Fur- 
nace at High Pressure,” Yearbook of the American 
Iron and Steel Institute, 1947 (New York, 1947), PP- 
125-99; B. S. Old e# al., “Progress in High Pressure 
Operations of Blast Furnaces,” Iron and Steel Engi- 
neer, XXV (May, 1948), 37-47. 


7B. S. Old e¢ al., “Economics of the Blast Fur- 
nace,” Iron Age, CLX (September 18, 1947), 64-69 
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open-hearth and electric furnaces com- 
parable proportionate savings in fuel 
have been predicted,* although in abso- 
lute terms they will’ be smaller than 
those anticipated for the blast furnace. 

Much more experimenting and re- 
search will be required before the results 
of these new techniques can be reliably 
estimated,’ but it does seem that impor- 
tant fuel economies will be achieved. 
These economies may be partially offset 
by diminishing quality of coal and coke, 
and they will not compare in magnitude 
with those achieved in the past. It is 
logical to expect that future fuel econo- 
mies will become smaller and smaller as 
the industry approaches the theoretical 
minimum fuel consumption rate per ton 
of steel. 

Apropos ore reserves, during the last 
fifty years approximately 85 per cent of 
domestic ore production has originated 
in the Lake Superior district. About 80 


‘E.g., experiments conducted on some twenty 
open-hearth furnaces equipped with oxygenated-oil 
firing have shown for the melt-down operation an 8 
per cent fuel saving in modern 200-ton furnaces 
utilizing a high proportion of hot metal; a 25 per cent 
saving for small furnaces of older vintage which have 
been increased in tapping capacity without substan- 
tial increases in the regenerative system and which 
operate with a 50/50 scrap/hot-metal charge; and 
approximately a 25 per cent saving for all-cold- 
charge furnaces with long charge and melt-down pe- 
riod (G. V. Slottman, “Practical Experience with 
the Use of Oxygen in Steelmaking,” Journal of the 
Iron and Steel Institute, CLVII (November, 1947], 
331-36). See also two articles by R. Durrer, “Pro- 
duction of Iron and Steel with Oxygen-enriched 
Blast” and “Electric Smelting,” Journal of the Iron 
and Steel Institute, CLVI (June, 1947), 253-60. 


*One should note that the point of minimum fuel 
consumption is not necessarily the point of optimum 
economic operation. E.g., from a blast furnace under 
high pressure a greater rate of output can be 
achieved with a higher wind delivered; at the same 
time, the coke rate per ton of output rises. Consider- 
ation of other factors, such as quality of waste gas, 
furnace life, properties and amount of scrap avail- 
able, quality of output, purity and cost of oxygen, 
generally causes the fuel rate to be higher than the 
minimum possible under any given technique. 
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per cent of domestic steel capacity has 
been constructed with reference to this 
extensive deposit. The better grade, 
open-pit ore mines in this district now 
face exhaustion. Experts predict that 
a ten to twenty-five years’ supply of 
high-grade ore remains, assuming pres- 
ent rates of exploitation." Fortunate- 
ly, in the Lake Superior district there 
are huge reserves of intermediate ores 
and of taconite (25-35 per cent iron 
content) which lend themselves to bene- 
ficiation at a not unreasonable cost." 
One competent authority has computed 
the cost of producing and delivering 
from the Lake Superior mines to lower 
lake ports sintered magnetic taconite 
concentrate sufficient for one ton of 
pig iron to be not quite 13 per cent 
more than the corresponding cost for 
open-pit ores and concentrates under 
present practices. Consequently, Lake 
Superior ores will gradually become 
more costly; and we may expect a repeti- 


1° Estimated taxable reserves, which definitely 
understate deposits, were 1,164.1 million tons at the 
end of 1945. This figure might reasonably be in- 
creased to about 1,600 million tons. At 80.2 million 
tons per year, the average rate of mining during the 
period 1940-45, these reserves would last roughly 
twenty years (W. O. Hotchkiss, “Iron Ore Supply for 
the Future,” Economic Geology, XLII [May, 1947], 
205-10; and G. W. Hewitt, “Iron Ore Supply for the 
Future,” Yearbook of the American Iron and Steel 
Institute, 1947, pp. 336-54). 


™ Estimates of size of intermediate ore reserves 
run from 150 million to 1.3 billion tons (Hewitt, op. 
cit., p. 253). However, it appears most feasible to 
beneficiate magnetic taconite (as distinct from 
hematitic taconite), reserves of which range from 
5.6 to 11.2 billion tons (U.S. Tariff Commission, 
Iron and Steel (“War Changes in Industry Series,” 
No. 15 (Washington, 1946)], p. 79, and F. X. Tar- 
taron, “Iron Ore Beneficiation Shows Healthy 
Growth,” Engineering and Mining Journal, CXLIX 
{February, 1948], 110-13). 


To some extent this higher cost will be offset by 
savings in fuel and overhead owing to the higher iron 
content of the taconite concentrate (E. W. Davis, 
“When Will We Mine Taconite?” Engineering and 
Mining Journal, CXLV [April, 1944], 82-85). 

















120 WALTER ISARD AND WILLIAM M. CAPRON 


tion of what has so often happened to 
other ore districts nearing depletion or 
forced to use more costly mining pro- 
cedures. The locational pull of the Lake 
Superior ore region—like the hematite 
ore district of the northwest coast of 
England during the late nineteenth and 
early twentieth centuries—ceteris pari- 
bus, will gradually diminish relative to 
other ore supply areas. 

With respect to scrap, in general, as a 
nation and its steel industry mature and 
rates of industrial growth decline, obso- 
lete scrap, roughly a function of iron and 
steel production in several previous dec- 
ades, accumulates more rapidly. Hence 
one would anticipate a mounting propor- 
tion of purchased scrap to pig iron in 
open-hearth furnaces—a continuation of 
the broad trend evident during the past 
half-century. Two important factors, 
however, tend to postpone the accumu- 
lation of scrap supplies and thus to defer 
the rise in this proportion. One is the de- 
velopment of special characteristics and 
improvements in quality of steel (such as 
better corrosion resistance and better 
protective coating) which prolong usage. 
The second, especially relevant for the 
United States, is the diminishing per- 
centage of Bessemer product in the 
total stock of steel in use. Owing to 
the widespread shift from Bessemer to 
open-hearth operation during the pres- 
ent century, potential future scrap sup- 
ply is chiefly open-hearth steel, more du- 
rable than the older Bessemer steel, which 
has constituted most of the scrap supply 
during the last twenty-five years."’ With 


13 Still other factors tending to decrease the sup- 
ply of available scrap are the increasing use of steel 
for light gauge flat rolled products (such as tin con- 
tainers), little of which ever returns as scrap, and 
the relatively high rate of export of ferrous materials 
and products by the United States during the last 
fifteen years, especially during the war. On the other 
hand, the collecting, grading, and preparation of 





respect to the United States, one should 
also bear in mind that iron and steel pro- 
duction during the war and postwar 
years has jumped to new levels which ap- 
pear to be fully warranted in terms of 
future needs. These levels tend to negate 
the general thesis of a declining rate of 
growth. Thus one has a reasonable 
amount of factual support for maintain- 
ing that one or more decades may elapse 
before the iron and steel industry here 
attains, at high levels of output, the 
scrap/hot-metal ratio of 55/45 achieved 
in 1935, when purchased scrap furnished 
27 per cent of the ferrous materials con- 
sumed in steelmaking." 


II 


Iron and steel is an excellent example 
of a transport-oriented industry. Labor 
and other cost differentials are relative- 
ly small compared with those in trans- 
portation. The problem of supplying a 
sizable market area is essentially the se- 
lection of the particular site which will 
minimize the transport cost incurred in 
assembling raw materials and shipping 
the finished product." 

As a necessary preliminary to calcu- 
lating transport cost at various centers, 


scrap have been becoming increasingly well organ- 
ized and efficient. Current plans to share in Ger- 
many’s estimated stock of 15 million net tons of 
scrap cannot significantly alleviate the domestic 
shortage. Of the 1.2 million net tons to be shipped in 
the first year of the program, the United States is 
expected to receive at most half. United States con- 
sumption of scrap in 1947 amounted to 59,400,000 
net tons (C. R. Holton, “Future Scrap Sources for 
the Steel Plants,” Steel, CXXIII [September 13, 
1948], 128-46; Iron Age, CLXII [September 9, 
1948], 71). 

4 U.S. Bureau of Mines, Works Progress Admin- 
istration, Technology, Employment and Output per 
Man in Iron Mining (Report No. E-13 [Philadel- 
phia, 1940]), pp. 191-95, 244. 
Ss Isard, op. cit., pp. 203-4. 
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we present in Table 1 very rough esti- 
mates of the amounts of three major raw 
materials consumed per ton of finished 
steel products at selected centers in 
1939." Differences in these figures reflect 


TABLE 1 


ESTIMATES OF TONS OF CERTAIN MATERIALS 
CONSUMED PER TON OF FINISHED STEEL FOR 
SELECTED CENTERS (BASIC OPEN-HEARTH 

PROCESS) 1939* 











District Ore | Coal | Lime 

stone 

Eastern New York State 1.10 | 1.26 61 
Chicago... . LeahniaNae 1.42 | 1.32 56 
Birmingham. .. “s - 1.72 | 1.57 .46 
NE aia Seiden wees 1.28 | 1.51 70 














* Finished steel refers to rolled products. 


* We have taken three-quarters of a ton of pig 
iron and one-third of a ton of purchased scrap as 
rough estimates of the amounts consumed in produc- 
ing one ton of rolling mill products in 1939 using the 
open-hearth technique. This corresponds to a 
scrap/pig-iron ratio of somewhat less than 50/50 
(U.S. Bureau of Mines, Mineral Yearbook, 1940, pp. 
s1I-17, 566-68, 895; and U.S. Transportation In- 
vestigation and Research Board, The Economics of 
Iron and Steel Transportation (Washington, 1945], 
Fig. 3). In computing for each district the quantity 
of iron ore and coal per ton of finished steel], we have 
used data given by W. A. Haven for basic pig-iron 
production, converting coke into coal equivalent 
(“The Manufacture of Pig Iron in America,” Jour- 
nal of the Iron and Steel Institute, CXLI [1940], 
442-40). 

We have taken the fuel equivalent of one-half ton 
of coal per ton of finished steel to be required in 
processes subsequent to blast-furnace operations. 
This seems a more than adequate allowance for an 
efliciently integrated steel works, although in prac- 
tice the figure varies considerably. Much depends 
upon such factors as the utilization of blast-furnace 
and coke-oven gases, availability of other fuels (e.g., 
natural gas and oil), demand for by-products, and 
quality of product (see, among others, B. Stoughton, 
The Metallurgy of Iron and Steel (New York, 1934), 
pp. 113-15; H. Hermanns, The Planning, Erection 
and Operation of Modern Open-Hearth Steel Works 
London, 1924], pp. 260-81; J. L. Bray, Ferrous Pro- 
duction Metallurgy (New York, 1942], p. 297). 

_ The quantity of limestone consumed per ton of 
inished steel likewise varies a great deal from situa- 
uon to situation. For want of a better set of data we 
employ the figures given by Haven (op. cit.) as modi- 





differences in richness of ore, quality of 
coal, content of the ore, blast-furnace 
practices, and miscellaneous factors. 
We present in Table 2 the assembly 
costs of iron ore, coal, and limestone per 
long ton of finished steel for major pro- 
ducing centers in 1939. In deriving these 
cost figures, we have taken the blast-fur- 
nace practice at Chicago as roughly in- 
dicative of practices at other centers 
using Lake Superior ores (Duluth, Pitts- 
burgh, Cleveland, Buffalo, Youngstown, 
and Detroit); in eastern New York State 
for centers using the higher-grade im- 


TABLE 2 

ASSEMBLY COSTS FOR CERTAIN RAW MATERIALS 

PER LONG TON OF FINISHED STEEL PRO- 
DUCED AT DIFFERENT CENTERS, 1939 














Center | Iron | Coal Lime- Total 
Ore | stone 

Birmingham. . | $0.95 | $1.49 | $0.15 | $2.59 
i. 2.30 2.46 | 0. 26 5.02 
Duluth. . ...| 1.15] 3.79 | 0.37] 5.3% 
Pueblo. . : 2.89 | 1.95 | °.79 5.63 
Pittsburgh. 4.67 | 0.36] 0.62 5.65 
Bethlehem. . 1.17 | 4.18] 0.51 5.86 
Cleveland... . 2.67 2.04 0.45 6.06 
Youngstown. 4.19 1.94 0.34 6.47 
Detroit..... 2.66 3.52 | 0.31 6.49 
Buffalo. . 2.67 3.43 0.45 6.55 
Chicago-Gary 2.66 | 4.32] 0.37] 7.35 
Sparrows Point 4.63 3.98 1.05 9.66 
San Bernardino 2.51 7.44 ° 9.95 

















* Negligible. 








fied by the U.S. Transportation Investigation and 
Research Board (op. cit., pp. 114, 119); see also Bray, 
op. cit., pp. 60-67, 286—go. 

The results arrived at in Table 2 differ signifi- 
cantly from those obtained by the U.S. Transporta- 
tion Investigation and Research Board (op. cit., 
pp. 114-26). The Board considers as representative 
the data published in a report, “Man-Hours of Labor 
per Unit of Output in Steel Manufacture,” Monthly 
Labor Review, May, 1935. However, these data are 
neither average nor representative. They refer to 
stee] manufacture employing a relatively small pro- 
portion of scrap. If these data were considered aver- 
age, they would be inconsistent with the recorded 
amounts of scrap and iron ore consumed in steel 
production during the late thirties. 
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ported ores and ore concentrates (Beth- 
lehem and Sparrows Point); and in Utah 
for those using western ores (Provo, 
Pueblo, and San Bernardino). Again we 
stress that these figures are very rough 
approximations. Nevertheless, they do 
reflect significant differences in regional 
practices.*? 

The data of Table 2 are of consider- 
able interest in themselves, but they are 
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obviously insufficient. We need to con- 
sider (1) costs of shipping the final prod- 
uct to the market and (2) costs of assem- 
bling purchased scrap. Tables 3, 4, and 5 
take account of the first factor. They 
present for various producing centers the 
transportation charges in assembling 
raw materials (except scrap) and in ship- 
ping the finished product to New York 
City, Detroit, and Seattle, respectively." 


TABLE 3 


TRANSPORTATION CHARGES ON RAW MATERIALS (EXCEPT SCRAP) AND 
PRODUCT PER TON OF FINISHED STEEL FOR SELECTED PRODUCING 


CENTERS IN SERVING NEW YORK CITY 





FREIGHT CHARGES 4 
" TOTAL 
ON STEEL 

Rail | Water* Rail Water 
3.81 | carats $ 9.67 ae 
7.61 | $3.64 14.16 $10.19 
9.18 | 4.87 15.24 10.93 
5.38 | 1.68t 15.04 11.34 
St a ee ia 13.71 ; 
9.63 | 4.93 16.12 11.42 


ASSEMBLY 
Costs or 
Propuctnc CENTER Ore, Coat, |____ 
AND 
LIMESTONE 
Bethlehem.... ; $5. 86 $ 
Buffalo 6.55 
Cleveland 6.06 
Sparrows Point. . 9.66 
Pittsburgh 5.65 
Detroit 6.49 








* Rate by New York Barge Canal, $3.25 per short ton for a minimum of 500 tons 
t Water rate, $1.50 per net ton, effective March 20, 1942. 


17 The transportation rates and distance com- 
putations were taken from U.S. Transportation In- 
vestigation and Research Board, op. cit., Tables 26 
and 43. The Board mentions some of the many 
qualifications to the representativeness of these daat 
(ibid., p. 118). 

One should note that assembly costs at Birming- 
ham are based on blast-furnace practice using 234 
pounds of scrap per gross ton of pig iron; at the 
western centers, 204 pounds per gross ton; at the 
eastern centers, 128 pounds; at the others, zero 
pounds. The more scrap used in the blast furnace, 
the less iron ore and coal required and consequently 
the lower the assembly costs given in Table 2. On 
logical grounds, as will appear later, one would ex- 
pect the above gradation in the use of scrap. But to 
the extent that Chicago and other centers oriented 
to Lake Superior ores use more than zero pounds of 
scrap (which we know to be the case), then the cost 
figures for Chicago and the other Lake Superior ore 
centers are unduly high. Owing to the approxima- 
tive nature of the data, a fine adjustment for scrap 
usage seems unwarranted. For the same reason we 
assume that all the scrap in the blast furnace origi- 
nated in the plant. 





To account for transportation charges 
on scrap is a more difficult task. For, un- 
like ore, coal, and limestone (whose 
sources, for purposes of locational analy- 
sis, we may treat as geographic points), 
scrap is supplied from a large area. Scrap 
for producing one ton of steel at Pitts- 
burgh may originate in Pittsburgh, for 
another ton in Harrisburg, etc. However, 
for the highly competitive scrap indus- 
try, market prices at various points do 
reflect not only scrap resources of im- 
mediately surrounding areas but aiso 
costs of transportation from surplus to 
deficit scrap-originating points in terms 
of production needs. And differentials in 

‘8 The data for these tables were derived from 


Tables 1 and 2 and from U.S. Transportation Inves- 
tigation and Research Board, op. cit., pp. 125-26. 
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scrap prices are in the last analysis the 
fundamental consideration. Accordingly, 
in Table 6 we present market prices for 
high-grade scrap at selected points for 
specific dates. In 1930-46 the average 
price (delivered to local points) per gross 
ton of heavy melting steel scrap was 
$16.34 in Pittsburgh, $14.80 in Phila- 
delphia (for eastern Pennsylvania), and 
$14.56 in Chicago.’ 


Ill 


We are in a position now to hazard a 
prognosis. Table 2 shows clearly that the 
Pittsburgh-Youngstown-Cleveland dis- 
trict is the best locale of production for 
meeting the needs of its own consumers, 
even though it usually must pay a sig- 


TABLE 4 


TRANSPORTATION CHARGES ON RAW MATERI- 
ALS (EXCEPT SCRAP) AND PRODUCT PER TON 
OF FINISHED STEEL FOR SELECTED PRODUC- 
ING CENTERS IN SERVING DETROIT 








—e — 
Costs of | Freight 


rsa | Charges 
Coal, 

and 
Lime- 
stone 


$6.49 
6.06 
5-31 
6.55 
7-35 
5.65 


on 
Steel 
} (by 
Water) 


Producing Center 





Detroit. 


Cleveland... . 
Duluth. . 
Buffalo. 
Chicago-Gary. 
Pittsburgh. . . . 


$1.06 
2.07 
1.29 
1.68 
5.54" 











* By rail to Cleveland. 


nificantly higher price for scrap. Like- 
wise, the natural center for supplying the 
Chicago district is Chicago-Gary. Cleve- 
land, the strongest potential competitor, 
incurs a water rate of $1.68 per ton of 


The data were derived from Metal Statistics 
1947 (New York: American Metal Market, 1947), 
PP. 227-29, 245. 
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steel to Chicago and is less favorably 
situated with respect to scrap supplies.?° 

For serving the eastern seaboard 
market, however, the western Pennsyl- 
vania—Ohio area is adversely placed. In 
terms of one-third ton of purchased 
scrap per ton of finished steel, Pittsburgh 


TABLE 5 


TRANSPORTATION CHARGES ON RAW MATERI- 
ALS (EXCEPT SCRAP) AND PRODUCT PER TON 
OF FINISHED STEEL FOR SELECTED PRODUC- 
ING CENTERS IN SERVING SEATTLE 








Assembly | 
Costs 
of Ore, 
Coal, 
and 
Lime- 
stone 


Freight 
Charges 
on 
Steel 


Producing Center 





$18.05 
19.36 
20.86 
21.26 
24.67 


$15.46 
9.4! 
Ir.20 
16.24 
| 19.04 


$2.59 
9-95 
9.66 
5.02 
5-63 


Birmingham. ... . 
San Bernardino 
Sparrows Point .... 


Pueblo.... 














labors at a disadvantage of 50 cents per 
ton when compared with Philadelphia 
(the high price point in the eastern mar- 
ket), according to prices over the period 
1930-46." As long as the western Penn- 


2° Duluth appears to be in a favorable competi- 
tive position to serve the Chicago market. However, 
transportation by water ($2.07 per ton of steel) is 
seasonai; and it is to be expected that, if there were 
any sizable steel expansion at Duluth, the low coal 
rates on returning ore-carriers would be raised, and 
the scrap supply would become tight. For serving 
other major markets Duluth’s position is inferior. 
Some expansion of facilities would be warranted if 
markets in her own hinterland were to grow. For fur- 
ther details see L. White and G. Primmer, “The Iron 
and Steel Industry of Duluth,” Geographical Review, 
XXVII (January, 1937), 82-91. 

* Only recently has the scrap price at Philadel- 
phia come to exceed that at Pittsburgh. This can be 
explained at least partly by the current abnormally 
tight situation with regard to steel and scrap sup- 
plies, which has affected these two scrap markets in 
different degrees. It does not seem that the basic 
long-run scrap supply picture has changed. Notice 
in Table 6 the low dealer’s buying prices at Boston 
and New York. The differentials in favor of Boston 
and New York persist. 
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sylvania—Ohio area continues to export 
steel, and even for some time thereafter 
(should it ever cease to export), we may 
expect this area to be at a disadvantage 
with respect to scrap supplies compared 
with a net steel-importing area such as 
the eastern seaboard has been for many 
decades. This disadvantage persists in 
spite of the tendency for deficit areas to 
minimize their use of scrap. 

Keeping in mind differentials in scrap 
prices, we see from Table 3 that Bethle- 
hem, Buffalo, and Sparrows Point are 
best situated to serve the eastern sea- 
board markets. With respect to light, 
special steel products, which tend to 
move by rail, Bethlehem is more favor- 
ably placed than Pittsburgh. With re- 
gard to heavy tonnage movements, Buf- 
falo has some advantage over Cleveland. 
As will be shown later, Sparrows Point is 
in a stronger competitive position than 
is apparent from Table 3. According to a 
sample of 1937 steel shipments, the Pitts- 
burgh-Johnstown district” exported 15.6 
per cent of its steel products (1.3 million 
tons out of a sample of 8.5 million) to 
eastern markets,” exclusive of Perinsyl- 
vania.”‘ It seems likely that the tendency 
over the past few decades for the Pitts- 
burgh-Johnstown district to be driven 
out of these eastern markets will contin- 
ue. A greater proportion of the eastern 
markets will go to home producers. 

With respect to the huge Detroit mar- 
ket, the Pittsburgh-Johnstown district, 


=Includes Allegheny, Westmoreland, Washing- 
ton, and Beaver counties in Pennsylvania; Jefferson 
County in Ohio; and Hancock, Marshall, and Brooke 
counties in West Virginia. 

*3 Includes the New England states, New York, 
New Jersey, Maryland, Delaware, and the District 
of Columbia. 

*4 T.N.E.C. Hearings, Part 27: Iron and Steel In- 
dusiry, Appendix, pp. 14331-14428; U.S. Transpor- 
tation Investigation and Research Board, op. cit., 
pp. 37-68, 171. 


WALTER ISARD AND WILLIAM M. CAPRON 


as well as other districts, will probably 
encounter declining sales. The data of 
Table 4 show Detroit’s superior position 
with respect to transportation charges in 
general. This advantage is further en- 
hanced by the relative abundance and 
consequent low price of scrap (Table 6)* 
originating in the Detroit area. Yet to- 
day the Detroit district meets only a 
relatively small fraction of its needs for 
steel (see Table 9). The 1937 sample indi- 
cates that 11.8 per cent of the steel prod- 
uct of the Pittsburgh-Johnstown district 
was shipped to Michigan, chiefly to the 
Detroit area. Despite a possible adverse 
labor position, and despite the fact that, 
as iron and steel production does expand, 
Detroit’s present advantage as a surplus 
scrap point may in part disappear,” a 
relative shift of iron and steel capacity 
from older producing centers to De- 
troit’s environs will probably take place. 

For other reasons, too, the Pittsburgh 
area confronts a relative decline with re- 
spect to its various markets. Pittsburgh’s 
outstanding advantage is proximity to 
coal deposits (see Table 2). We have al- 
ready noted the reductions in fuel re- 
quirements per ton of steel inherent in the 
use of higher pressures in the blast fur- 
nace and of oxygen and enriched air in 
the blast, open-hearth, and electric fur- 
naces and in the Bessemer converter. 
These developments, like other measures 
aimed at fuel economy in the past, will 
reduce transport expenditures on coal for 
distant centers (such as Bethlehem, 
Sparrows Point, Chicago, and Detroit) 

*s Because Detroit has consumed more scrap and 
less iron than indicated for Chicago practice ™ 
Tables 1 and 2, the assembly costs for Detroit in 
Table 3 tend to be overstated. 

* Throughout the analysis the reader should bear 
in mind that, as steel production expands in a scrap 
surplus area, scrap prices begin to rise, and much if 
not all of the area’s advantage in scrap may disap 


pear, depending upon the relation of rate of produc- 
tion to rate of scrap accumulation. 
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by a greater absolute amount than for 
centers close by coal sites (Pittsburgh). 
Hence they will affect the latter adverse- 
ly and benefit the former.” 


27 A simplified example will show the excellence of 
Pittsburgh’s position during the nineteenth century. 
We assume that one ton of pig iron is consumed per 
ton of finished steel products and that twice as much 
coal as consumed in the process depicted in Table 1 
is used in producing a unit of pig iron and in proc- 
essing this metal. These assumptions are fairly repre- 


Moreover, it seems probable that the 
gradual exhaustion of the richer Mesabi 
ore deposits will raise ore costs in rela- 
tive terms in Pittsburgh and other cen- 
ters employing Lake Superior ore. Here, 
however, many uncertainties cloud the 
picture, and one cannot predict with 
much assurance the situation with re- 
spect to foreign ores. Sparrows Point em- 
ploys El Tofo (Chile) ores, whose cost at 


TABLE 6* 


PRICES OF NO. 1 HEAVY MELTING STEEL SCRAP AT SELECTED 
POINTS FOR SELECTED DATESt 








Center 


Week Ending 
December 25, 1930 


Week Ending 
April 13, 1939 


Week Ending 
July 29, 1948 





Pittsburgh....... 
Cleveland 
Buffalo 


Philadelphia 
Chicago. 
Birmingham... . 


$12. 50-$13.00 
10.25- 10.75 
10.50- II. 


I1.oo- II. 
10.00- I0. 
Io. 


$15. 50-$16.00 
14.00- 14.50 
14.00- 14.50 


15. 16.00 
13. 14.00 
12. 14.00 


$42. 50-$43 .00 
42.00- 42.50 
42.25- 40.00 


44.5°- 45. 
41.50- 42. 
40. 


Detroit... . 
Boston 

New York 
Los Angeles 








10 .00§ 38 
II. .©0|| 34 35- 
II. .50 37 38. 
12. .00f 25 








* Source: Irom Age. 


t Unless otherwise specified, at Pittsburgh, Cleveland, Buffalo, Philadelphia, Chicago, Birmingham, and Los 
Angeles, prices cover delivery to loca] consumers; at Detroit, Boston and New York, prices are dealers’ buying prices, 


f.o.b. cars. 
t F.o.b. consumers’ plants. 
§ Dealers’ buying prices. 
|| Delivered dealers’ yards. 
€ Pacific Coast price. 
** F.o.b. shipping-point. 


sentative of operating practices during the late nine- 
teenth century. We construct tables similar to Tables 
I-4, making no adjustment in quantity of limestone 
consumed per ton of steel and using the same trans- 
port tariffs (which does not seriously impair the 
validity of the argument, since relative transport 
rates on coal, ore, and steel in the regions considered 
have not changed significantly). Supplying New 
York City involves a total transport cost on raw 
material and finished product of $15.74 for Pitts- 
burgh, $15.91 for Bethlehem, $15.91 for Buffalo (by 
water), and $18.44 for Sparrows Point (by water). 
Supplying Chicago involves a total transport cost of 
$13.84 for Pittsburgh (by water, Cleveland to Chi- 
cago, excluding transshipping charges), whereas at 
Chicago the assembly costs of raw materials per ton 
of steel alone amount to $14.32. However, supplying 
Detroit requires a total transport cost of $13.12 for 
Pittsburgh (by water from Cleveland to Detroit and 


the loading docks in Chile, including all 
charges, ranged from $1.45 to $1.60 per 


excluding transshipping charges), whereas for Detroit 
itself it is only $12.35. 

Thus one sees that savings in fuel and increased 
use of scrap have militated against Pittsburgh. One 
can understand, on the one hand, why such a high 
percentage of productive capacity came to be con- 
centrated in the western Pennsylvania—Ohio region 
and, on the other hand, why the Pittsburgh district 
has been declining in importance since the turn of 
the century. (E.g., the share of the fifteen-county 
Pittsburgh district in United States capacity for 
producing steel ingots and steel for castings fell from 
42 percent in 1898 to 26 per cent in 1935. For full de- 
tails see Industrial Databook for the Pittsburgh Dis- 
trict (Pittsburgh: Bureau of Business Research, Uni- 
versity of Pittsburgh, 1936], pp. 28-42.) 











gross ton in 1938.%* These cheap ores 
give Sparrows Point a competitive 
strength greater than that apparent from 
Tables 2, 3, and 5. The rich E! Tofo ores, 
however, appear to be quantitatively 
limited. Much expansion on the eastern 
coast will necessitate the use of other for- 
eign ores or costly domestic ores. In 1943 
one authority estimated that, with im- 
proved transportation facilities, Itabira 
(Brazil) ores, reserves of which are at 
least one billion tons, could be brought 
to eastern seaboard ports at the very 
favorable total cost figure of $4.60 per 
ton (as against a $3.83 average total cost 
of Minnesota ore per ton at lower lake 
ports). Other foreign ore sources ought 
to be considered, such as Labrador, 
Venezuela, and Scandinavia.*° On the 
other hand, construction of the proposed 
St. Lawrence-Great Lakes Waterway 
may make available to lake and inland 
steel centers Labrador and foreign ores 
which to a great extent may offset the 
disadvantage arising from depletion of 
the higher-grade Mesabi ores.** On bal- 

#8 Maryland State Planning Commission, The 
Iron and Steel Industry of Maryland (Annapolis, 
1938), P. 14. 

#9 A. Malozemoff, “The United Nations’ Newest 
Source of [ron,” Engineering and Mining Journal, 
CXLIV (January, 1943), 58-59. 

3° For reference purposes see H. M. Mikami, 
“World Iron-Ore Map,” Economic Geology, XXX1IX 
(January-February, 1944), 1-24; W. M. Bonham, 


“The Hematite of Labrador and New Quebec,” 
Canadian Mining Journal, June, 1948, pp. 67-70. 


3 Ideally, the problem of the spatial distribution 
of iron and steel production ought to be set in a gen- 
eral equilibrium framework. Because of inaccessi- 
bility and lack of data as well as limitation of time, 
the authors have treated the problem from a partial 
equilibrium standpoint, omitting many points which 
merely for the sake of completeness ought to be dis- 
cussed. One of the more serious omissions is of data 
on real costs as well as prices for ore and coal at vari- 
ous reserves which might possibly be utilized. Un- 
fortunately, most of such data do not exist or are not 
available. Such information would be helpful in 
comparing the competitive positions of producing 
centers utilizing different ores and coals. 
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ance, it seems likely that there will be 
some tendency for iron and steel produc- 
tion to shift away from sites strategically 
located with respect to Lake Superior ore 
to sites better placed with respect to 
other ores, especially other domestic 
ores. The Birmingham district has suffi- 
cient ore reserves to warrant consider- 
able expansion. The deposits of New 
York, New Jersey, Pennsylvania, and 
the western states can bear greater rates 
of exploitation. 

Furthermore, we must _ consider 
changes in markets for iron and steel. 
Markets have assumed increasing im- 
portance in locational decisions and are 
today at least as important as coal and 
ore deposits. In recent decades those 
markets more easily reached from pres- 
ent and potential coastal locations and to 
a lesser extent from lake locations have 
been gaining relatively to others. Popu- 
lation has been growing much more rap- 
idly in areas—especially metropolitan 
ones—bordering on the Great Lakes and 
the Atlantic, Pacific, and Gulf coasts 
(partly reflecting iron and steel develop- 
ment). Regionally, the Pacific, Mountain, 
and West South Central divisions have 
been experiencing the highest rate of 
growth. Nor is there any indication of a 
reversal of this trend. In this sense, 
then, a continuing relative decline of the 
old-established inland steel centers east 
of the Mississippi, especially of the Pitts- 
burgh-Johnstown district, is foreshad- 
owed.?3 

3 See Sixteenth Census of the United States, 1949, 
Vol. I: Population, p. 12; W. S. Thompson and P. K. 
Whelpton, Population Trends in the United States 
(New York, 1933), pp. 14-18, 32-36; R. D. McKen- 
zie, The Metropolitan Community (New York, 1933); 
pp. 17-21; and E. T. Grether, The Steel and Steel- 
using Industries of California (Bureau of Business 
and Economic Research, University of California, 
1946), Pp. 5-5. 

33 The more so if steel export assumes a greater 
role in the American economy than it has in the past. 
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It has been suggested that a major de- 
terrent to the growth of iron and steel 
capacity on the Pacific Coast has been 
the high cost of raw materials. Equally 
important, however, has been the lack of 
an adequate market to absorb the entire 
output of a fully specialized and inte- 
grated iron and steel development.* 
With the rapid growth of the Pacific 
Coast over the past few decades and fa- 
vorable projections i:to the future, this 
latter argument no longer has validity. 
And, too, with reductions in raw-mate- 
rial requirements per unit of product al- 
ready achieved and possible in the future 
(from fuel economies and an increasing 
rate of scrap consumption), the inferior 
position of the Pacific Coast with respect 
to coal and ore is minimized, at least for 
a limited amount of expansion over pre- 
war capacity.*5> From Tables 2 and 5 we 


34In this connection it is interesting to note the 
development of a continuous process of casting steel 
which promises to cut the scale of plant for producing 
certain products by eliminating the most massive 
and expensive parts of present-day plants. This 
would permit efficient small-plant units for serving 
limited markets (“Continuous Casting of Semifin- 
ished Steel,” Iron Age, CLXII [August 19, 1948], 
72-80, 159-61). 


4s The known and prospective reserves of iron ore 
in the western states are distinctly small, compared 
with other regions of the United States. According to 
one authority, in the light of present knowledge, 
there are only three districts (the Sunrise mines in 
Wyoming, the Iron Mountain mines in southwestern 
Utah, and the Eagle Mountain mining district in 
southern California) which can with reasonable as- 
surance supply modern steel works with sufficient 
ore through or beyond the necessary period of amor- 
tization (H. F. Bain, A Pattern for Western Steel 
Production [U.S. Bureau of Mines, Information Cir- 
cular 7315 (Washington, 1945)], p. 9; see also Mi- 
kami, op. cit.; and War Department, Corps of Engi- 
neers, U.S. Army, Report on Available Raw Materials 


for a Pacific Coast Iron Industry (Washington, 1935]). 


Some supplementary supplies are available from 
other western areas. Large additions to present blast- 
furnace capacity in all probability would have to rely 
upon imported foreign ores, as Sparrows Point does. 

The West also lacks coking coal, although its sup- 
plies of high-volatile coal are very large. As a conse- 
quence, either low-volatile coals must be imported 





see that the situation of western pro- 
ducers with respect to western markets is 
not very unfavorable, especially if we 
consider the advantage of low-priced 
scrap (which, however, will probably 
disappear with expanded capacity), and 
the higher ratio of scrap to pig iron used 
in the steel furnaces.** In recent decades 
Sparrows Point has displaced the Chi- 
cago-Gary district as the major supplier 
of finished steel products for the Pacific 
Coast. In future years, as a result of war 
and postwar expansion, we may expect 
that Sparrows Point, Birmingham, Chi- 
cago-Gary, and Pittsburgh products will 
be relatively displaced by homemade 
products in western steel markets.37 


over large distances to complement local supplies of 
high-volatile coal or more costly techniques of pre- 
paring the blast-furnace raw materials must be re- 
sorted to (Bain, op. cit., pp. 11-14). 

3 Tables 1-4 have been constructed on a some- 
what less than 50/s50 scrap/pig-iron ratio in the 
open-hearth furnace. A higher ratio (the ratio was 
60/40 in 1945 for the Rocky Mountain and Pacific 
Coast region [Minerals Yearbook, 1945, p. 532) 
would improve the relative cost position of the west- 
ern producers depicted in Table s. 


37 This will be especially true if the lobbying for 
lower railroad rates, especially on finished products, 
from interior points to the coast is successful (see 
Utah Department of Publicity and Industrial De- 
velopment, Report Dealing with Freight Rates as 
They May Relate to the Geneva [Utah] Iron and Steel 
Plant [Salt Lake City, 1945]). 

It is interesting to note that, according to one 
estimate, the Pacific Coast states in 1940 imported 
1.39 million net tons of iron and steel products by 
water (one-half of which originated at Baltimore) 
and 0.69 million by rail. Another 0.34 million moved 
into other western states by rail. The total produc- 
tion of western states was 0.9 million net ton (J. R. 
Mahoney, “The Western Steel Industry,” Utah 
Economic and Business Review, Vol. III, June, 1944). 
For a full discussion of production and consumption 
potentials of the West see Grether, op. cit., pp.93-132. 

One should realize that these data relate to the 
Pacific Coast’s relatively high set of pre-war prices, 
constructed in many instances upon distant basing- 
points. In this sense the pre-war market appears 
more limited than it actually would have been if an 
integrated works had located on the Pacific Coast 
and established there a basing-point for steel prod- 
ucts in general. 
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Thus far we have spoken of steel for 
the most part as a single product. Ac- 
tually steel represents many diverse 
products, differing in any number of 
specifications. The concept of a “‘market”’ 
for steel is a complex of numerous mar- 
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or a few industries involves the risk that 
these industries may relocate. Substan- 
tial diseconomies will result if these in- 
dustries experience severe seasonal or 
cyclical fluctuations. 

We have intimated shifts of iron and 
steel capacity to the Pacific Coast, the 


TABLE 7* 
CONSUMPTION OF VARIOUS STEEL PRODUCTS IN A GIVEN REGION AS PERCENTAGE 
OF TOTAL STEEL CONSUMPTION IN THE SAME REGION FOR 1937 














Per Cent oF ToTAL 














STEEL Propuct 
United Eastern Pacific Michigan 
States Seaboard t Coastt 

Pre ticane carne eeandehaeeawe £.3 0.5 0.04 a toed 
Steel sheet piling. . 0.3 0.6 o.1 0.1 
Rails (over 60 Ib.).. een ier 3-4 3-4 2.6 0.4 
Plates. . 7.5 7.9 8.5 1.6 
Heavy structural shapes. 6.7 7.4 6.0 2.2 
Wire rods, concrete bars, merchant bars. 14.1 17.6 13.7 10.7 
Sheets, hot-rolled and hot-rolled annealed. 9.9 8.9 7.6 15.6 
Strip, hot-rolled. ; 5.8 3.8 1.4 15.2 
Sheets, galvanized. 3.1 2.3 5.8 °.7 
Sheets, cold-rolled 5.4 2.6 0.7 19.9 
Strip, cold-rolled 2.0 3.7 0.5 4-7 
Pipes and tubes 8.9 6.9 16.0 2.4 
Tin plate... 5.8 13.0 19.9 0.2 
Plain drawn wire............ 3.2 4-1 3-7 2.4 
a aS ns idk ord aieab ate 9.7 4.8 °.9 II.1 
pe, rere 12.7 12.7 12.7 12.7 
Re tg: orate ed ae oe ee 100.0 100.0 100.0 100.0 

Total consumption (thousands of net 

tons)... Pihare keh aeware aes 34,774-0 | 5,198.7 2,237.9 | 6,438.5 

















* Source: Based on materials prepared by the o Industrial Section of the National Resources Planning Board from 
reports to the Temporary National Economic Committee by stee! producers. These reports were adjusted to produc- 
tion for sale as reported by the American Iron and Steel Institute. 

t Includes New England, New York, New Jersey, Delaware, Maryland, and the District of Columbia. 


t Includes Washington, Oregon, and California. 


§ This includes production not reported to the T.N.E.C. 


kets for the various steel products, and 
these markets do not necessarily coin- 
cide. Considerations of technical efficien- 
cy dictate that standard steel products 
be produced in relatively large inte- 
grated plants. Considerations of econo- 
my dictate that each plant produce a 
variety of products in order to maintain 
continuous and balanced operations. Too 
much concentration on supplying the 
few products required by either a single 





eastern seaboard, and the Detroit area. 
Do these market regions satisfy reason- 
ably well the criterion of balance, in 
terms both of diversity and of lack of 
seasonality? Table 7 provides a partial 
answer. Taking the percentage distribu- 
tion of the consumption of various steel 
products for the United States as the 
guide in judging market diversity (a 
seemingly logical procedure), we compare 
the consumption patterns for the eastern 
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seaboard, the Pacific Coast, and the state 
of Michigan.** The eastern seaboard pat- 
tern is most in line with the national. The 
Pacific Coast pattern differs from the na- 
tional in a number of important items, 
but in general not seriously. The Michi- 
gan pattern does show substantial devia- 
tion from the national pattern. This is 
due to the heavy concentration of auto- 
mobile production in that state. Because 
the Michigan region satisfies the criterion 
of diversity least adequately and, fur- 
ther, because pre-war automobile pro- 
duction was subject to severe seasonal 


is slight. On the other hand, in automo- 
bile production it is very marked. Since 
the automobile industry absorbs a large 
part of the national output of finished 
steel products (e.g., one-sixth to one- 
quarter of the total during the period 
1933-38), it is undoubtedly responsible 
for some of the seasonality in ingot pro- 
duction. We should bear in mind also 
that approximately 55-65 per cent of 
this industry has been located in Michi- 
gan,*° centering around Detroit. 

From Table 8 one might conclude 
that, inasmuch as large-scale stock-piling 


TABLE 8* 


INDEXES OF SEASONALITY: AUTOMOBILE PRODUCTION AND 
STEEL-INGOT PRODUCTION, 1940 


























Auto Steel-Ingot | Auto Steel-Ingot 

Month Production | Production Month Production | Production 
Ec icocene | 101 98 July..... none go 94 
February........ IOI 103 August. . “4 34 97 
RE Ee 111 107 September........ 68 98 
Re . 127 107 October. ...... 98 99 
May.. Koibardalen 116 104 November. . . , 122 100 
June...... ; | 108 98 December. ..... ; 124 95 








* Source: Federal Reserve Bulletin, August, 1940. 


fluctuations, we examine the Michigan 
region in greater detail to evaluate the 
significance of its imbalance. 

Table 8 presents for 1940 seasonal in- 
dexes for automobile production and 
steel-ingot production in the United 
States.*° Seasonality in ingot production 


38 Data are not available for the Detroit industrial 
area. Since this area completely dominates the state 
of Michigan, there is no serious error in employing 
the Michigan pattern. 


39 These indexes are seasonal adjustment factors 
used by the Federal Reserve Board and derived by 
its ratio to freehand curve method. The seasonal in- 
dexes are revised annually when there appears to be 
a shifting seasonal pattern. The 1940 index for steel- 
ingot production is similar to that of the 1930’s. In 
the case of automobile production the shift of the 
date of the automobile show from January to the fall 
Mm 1935 caused a marked shift in the seasonal index. 

Using the link-relative method, the authors con- 
structed the following seasonal index for automobile 





of steel is not practiced by the automo- 
bile industry, it would not be wise in 
general for a steel plant to gear its entire 
output to automobile demand. (Actually, 
automobile producers are supplied from 
many steel-producing localities.) But 
it does not follow that expansion of plant 
at Detroit would be disadvantageous, be- 
cause so much of Detroit’s consumption 
of steel is irregular over the year. 

First, it should be noted that if there is 


production for the period 1935-40: January, 102; 
February, 95; March, 120; April, 126; May, 125; 
June, 112; July, 96; August, 66; September, 51; 
October, 87; November, 109; December, 113. 





4° Computed from Census of Manufactures, 1939, 
Vol. II. 


4 This is indicated by maps showing shipment of 
bars, strip, and sheets (U.S. Transportation and In- 
vestigation Research Board, op. cit., pp. 64-99). 








a deficit of capacity in the Detroit area, 
as at present, steel suppliers located else- 
where, either individually or as a whole, 
must suffer from the seasonal factor in 
automobile output. Only to the extent 
that new steel plants in the Detroit area 
were to supply more automobile steel 


130 WALTER ISARD AND WILLIAM M. CAPRON 


least a modest amount of steel expansion. 
Table 9 compares for various steel prod- 
ucts Michigan consumption as a percent- 
age of national consumption with Michi- 
gan capacity as a percentage of national 
capacity.“* Differences between con- 
sumption and capacity figures are large 


TABLE 9* 
MICHIGAN’S CONSUMPTION AND CAPACITY AS PERCENTAGES OF 


UNITED STATES FOR VARIOUS STEEL PRODUCTS 
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1937 U.S. Ship-| 1937 Michigan | 1941 Michigan 











Skelp 
Steel sheet piling 


Plates. .... 


Ow OU ww 


9. Sheets, galvanized... . 
10. Sheets, cold-rolled... . 
11. Strip, cold-rolled. .. 


13. Tin plate. . 
14. Plain drawn wire... . 


15. Semifinished. . . 
16. Rands for seamless tubes. 


18. All other 


19. Grand total 


Pig iron toes estan ss 

















— ae ments (Thou- Consumption Capacity 
ROae CERES sands of as Percentage | as Percentage 
| Net Tons) of U.S. of U.S. 
a . eer 
a I1l.o | 4.6 | Pee wae 
Rails (over 60 Ib.)... . | 1,335.8 | 1.8 _ 
aye ree a 3.6 4-7 
. Heavy structural shapes. seacesseel Ses | ee Sere eee 
Wire rods, merchant and concrete bars... . . | §,620.6 | 12.2 3.2 
. Sheets, hot-rolled and hot-rolled annealed...| 3,957-3 | 27.9 | 10.0 
Strip, hot-rolled... .. ot abies | 2,292.6 | 42.8 15.4 
oe 1,240.0 3.8 ee - 
2,142.5 | 59-9 14.8 
t waa tea 806.9 | 37-4 28.9 
12. Pipes and tubes.... Ser Me 5 | 3,535-5 | 4-4 1.0 
ieee sekslaney 2,324.0 | 0.6 ven 
1,284.9 12.2 | 0.7 
3,856.8 | Seat Rasadasace 
T t 3-9 
17. Total reported by T.N.E.C. 34,729.0 | 16.2 t 
5,045.0 16.2 0.3 
39,774.0 16.2 5.0 
Steel ingots and steel for castings oo. saamuens Gadi | 3-3 
| 2.4 








* Sources: Columns 1 and 2, the same as for Table 7. Colurnn 3 from capacity data in the 1945 Directory of Iron 
and Steel Works of the United States and Canada, published by the American Iron and Steel Institute. 


t Not available. 
than plants elsewhere would the former 
be at a relative disadvantage as regards 
the seasonal factor.” 
Second, from Table 9 it is apparent 
that Michigan offers a market sufficient- 
ly diversified to support efficiently at 


42 Monthly steel production figures for Detroit 
show no clear seasonal pattern. Operations are con- 
sistently above the national level. Only in four 
months during the period 1935-39 was utilization of 
capacity at Detroit lower than for the nation. Sea- 
sonality of steel output at Pittsburgh, Youngstown, 
and Chicago-Gary tends to follow the national pat- 


tern. 





43 The data on capacity for any given plant re- 
cord the maximum amount of any one steel product 
which can be produced by the plant. In producing 
that maximum amount, of necessity the production 
of other products which use the same finishing facili- 
ties are at a minimum. But for understandable rea- 
sons the capacity data list the maximum potential 
output of these other products, too. Thus, in adding 
up the capacity figures, one arrives at a total far in 
excess of what tonnage can actually be put out. On 
this ground we do not compare the consumption of 
each steel product in Michigan with Michigan’s po- 
tential capacity for putting Out that product. 

Making the assumption that the national capac- 
ity figures are “blown up” in about the same manner 
as those for Michigan, we can deflate the Michiga® 
figures and obtain a consistent and a possible re 
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not only in the items which the automo- 


tive interests purchase heavily (sheets, 


‘trip, and bars) but also in the items for 
which these interests have little demand 
(heavy structural shapes, rails, wire rods 
and merchant and concrete bars, gal- 
vanized sheets, pipes, tubes, etc.). 

Third, though large steel expansion 
might lead to some diseconomies from 
too great dependence on the automobile 
industry, the possibility remains that 
during July, August, and September, 
when automobile production in the past 
has been low, new steel producers in the 
Detroit area could ship outside Michi- 
gan. Detroit could even compete favor- 
ably with such inland points as Pitts- 
burgh and Youngstown in serving the 
eastern seaboard, if perchance these lat- 
ter producers were not already driven 
out of the seaboard markets (see Tables 
2 and 3). 

Finally, to the extent that (1) the 
shortage of automobiles since 1941 con- 
tinues, (2) the style factor becomes less 
important in consumers’ minds, (3) tech- 
niques of production are developed to 
minimize the shutdown period for re- 
tooling or to articulate furnace relining 
and maintenance with this period, and 
(4) steel or automobile interests are will- 
ing to build up seasonal stocks of steel, it 
will be possible to nullify the uneconomic 
impact of seasonality upon steel produc- 
tion.44 
ae * 
alistic set of production figures by expressing the 
Michigan capacity data as percentages of national. 
For comparative purposes we convert Michigan 
consumption figures into percentages of national 
(here there is no question of the validity of the pro- 
cedure). To indicate the relative importance of each 
steel item, the production data for 1937 are recorded. 
_ Since the capacity classification is broken down 
in greater detail than the shipment data, it was nec- 


essary to consolidate some of the items in the former 
to correspond to the latter. 


“On the other hand, the risk of decentralization 
of the automobile manufacturing stages which are 


Summarizing this section, the struc- 
ture of the Pacific Coast and the eastern 
seaboard markets is sufficiently balanced 
not to necessitate any major qualifica- 
tion to our statements in the preceding 
section. The imbalance of the Detroit 
market, however, entails certain dis- 
economies which cannot be ignored. On 
the whole, it does not appear that these 
diseconomies, if they persist, entirely 
annul Detroit’s many advantages for 
steel expansion. A major relative shift, 
though on a smaller scale than previously 
implied, of the steel industry to the De- 
troit area still seems warranted. 


V 


Examining the institutional structure 
of the American economy and its steel 
industry, one is led to another set of 
qualifications to the conclusions of Sec- 
tion III. We shall confine our discussion 
to two aspects of this structure: the pric- 
ing and the entrepreneurial. 

Over the years, and particularly dur- 
ing the last months, speculation and 
loose talk have turned about the effect of 
the pricing system upon location of basic 
steel capacity and steel-consuming indus- 
tries.** Theoretically,“ the choice of a 
particular pricing system—whether an 
f.o.b. mill, a single basing-point, or a 
multiple basing-point with or without 
differentials—has little impact upon the 
heavy consumers of stee] ought not to be ignored. 
Aside from the established pool of skilled labor, the 
sunken investments, and the vested social and eco- 
nomic interests which offer strong resistance to relo- 


cation, there is no decisive locational factor which 
ties these stages to the Detroit industrial area. 

45 See, e.g., the 7.N.E.C. Hearings, Part 27, Ex- 
hibit No. 2242, pp. 14548-98, especially pp. 14591- 
92, and Exhibit No. 1418, pp. 14619-80. 

# Actually, since a multiplicity of noneconomic 
factors have affected the locational] pattern of the 
iron and steel industry, it is not possible to state the 
exact influence of past pricing systems. Nonetheless, 
it is valuable to approach the problem from a theo- 
retical angle, if only to indicate the probable direc- 
tion of change. 
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location of basic steel capacity.47 The 
fundamental problem is to select the lo- 
cation that minimizes the cost of pro- 
duction, including the freight charge to 
the market. 

To elucidate this point, consider a 
highly simplified hypothetical case. Pitts- 
burgh and Detroit are two sites for steel 
expansion designed to serve a given mar- 
ket at Detroit. Detroit is the lower cost 
center (freight on finished product being 
included in cost). Under an f.o.b. mill- 
pricing arrangement, Detroit should be 
the site selected for expansion, ceteris 
paribus. Unless price concessions were 
granted, Pittsburgh could not compete 
in the Detroit market.** Under a single 
basing-point system, where Pittsburgh 
is the base, Pittsburgh could sell in the 
Detroit market. Nonetheless, the ex- 
panding steel company which has the 
choice of a Detroit or Pittsburgh location 
in serving the Detroit market will select 
Detroit, ceteris paribus. In that way, 
given the price at Detroit, it will maxi- 
mize the spread between total revenue 
and total cost. If a multiple basing-point 
system were in effect, with Detroit also a 
base point, Detroit would again be the 
more profitable location, even if Pitts- 
burgh had a favorable differential in base 
price.*? 

47 At one place in its T.N.E.C. statement, the 
U.S. Steel Corporation clearly comprehended this 
point (7.N.E.C. Hearings, Part 27, p. 14677). 

48 By our assumed conditions, for a given rate of 
profit, the mill price at Detroit would exceed the 
mill price at Pittsburgh at most by less than the 
freight from Pittsburgh. Therefore, where the con- 
sumer bears the freight, he would purchase from the 
Detroit producer. We obviously are thinking in 
terms of the Jong run—not the short run, where fac- 
tors such as steel shortages may determine the con- 
sumer’s choice of suppliers. 

4 It is beyond the scope of this essay to analyze 
the effect of the pricing system upon location in the 
light of the various intricate relations existing be- 
tween producing centers and markets. It can be 
shown that, with minor qualifications, the theoretical 
conclusions for our simplified hypothetical case can 
be generalized to apply to the more complex ones, 


as well as to other simple cases such as choosing be- 
tween a basing-point and a nonbasing-point location 
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If the proposition which some have 
advanced is accepted, namely, that pro- 
duction, past and present, has tended to 
be unduly concentrated at Pittsburgh, 
this should not be attributed to the ex- 
istence of the basing-point system. The 
basing-point system undoubtedly has 
tended to conceal from the public and 
perhaps from industrial leaders the true 
cost comparisons needed for selecting 
production sites. Because Pittsburgh as 
a base has been able to make distant sales 
apparently at no loss over the long run to 
its producers does not mean that ineffi- 
ciency has not been present. There may 
well have been inefficiency in the sense 
that cost savings could have been real- 
ized if the more distant markets served 
by Pittsburgh had been supplied by pro- 
ducers at strategic locations closer by. 
These cost savings could have accrued to 
consumers in these markets through low- 
er prices or to producers through greater 
profits. But, if the original premise is con- 
ceded, it follows from the analysis of the 


equally distant from the market, or choosing be- 
tween a basing-point and an intermediate location. 

Of the more important minor qualifications we 
might mention one. It is very likely that the geo- 
graphic pattern of steel-consuming industries, es- 
pecially the larger ones, will vary with the type of 
pricing system adopted by the steel industry. In this 
sense, the locus of the market for steel, and indirectly 
the location of steel plants, is to some extent affected. 

It has been maintained that under a basing-point 
system it is easier to expand one’s market area 
(which is especially relevant when demand falls off 
in one’s immediate hinterland) than under an f.o.b. 
mill system. Under the former, the producer need 
accept a lower net mill price only for sales to those 
consumers whom he tries to usurp from his com- 
petitors. Under the f.o.b. mill system, the price cut 
which he offers to those consumers beyond his initial 
market boundaries must be applied to all his sales. 
If, however, all producers find it easier to penetrate 
rivals’ territories under a basing-point system than 
under an f.o.b. mill, it is difficult to see how a basing- 
point system in general offers a net advantage to all 
producers. However, there may be a tendency for 
somewhat greater concentration of production at 
strategic bases under a basing-point system than 
otherwise. Producers at nonbasing-points may tend 
to be more restricted than producers at basing- 
points in penetrating rivals’ markets when demand 
is slack. 
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preceding paragraph that the basing- 
point system is in no sense responsible 
for such managerial inefficiency in the 
location of steel capacity. The basing- 
point system may only have veiled a 
partially obsolete locational structure 
which an f.o.b. mill system would have 
brought to light. 

The presence of inefficiency as well as 
a rigid entrepreneurship within the in- 
dustry can greatly modify the trends we 
have suggested—namely, relative if not 
absolute decline of the western Pennsyl- 
vania®® and Youngstown area steel indus- 
try and growth of the Detroit area, east- 
ern seaboard, and Pacific Coast. The 
iron and steel industry, burdened with a 
huge investment in plant facilities and 
surrounded by a host of dependent in- 
dustries, is a notably inflexible one. His- 
torically, strong resistance to change of 
location has always been experienced. 
Frequently a locational shift has been ef- 
fected only after years of chronic de- 
pression at the old established site, or 
through a rise of new firms not associated 
with the older ones. In a maturing econ- 
omy—for example, in Great Britain dur- 
ing the last half-century—there tend to 
be obstacles to the entrance of new entre- 
preneurship into the iron and steel in- 
dustry.* Sometimes these are socially 
imposed, such as the desire of a society or 
government to avoid the huge social 
costs involved when a region must de- 
cline from an exodus of the steel indus- 
try. This is evidenced by efforts to bolster 
and subsidize inefficient steel operations. 
By placing a premium upon efforts de- 
signed to maintain the status quo, society 

’° For a fairly comprehensive treatment of the 
Pittsburgh district see G. E. McLaughlin, Growth of 
American Manufacturing Areas (Pittsburgh: Bureau 
of Business Research, University of Pittsburgh, 
1938), chap. vii. 

* For abundant illustrations see D. L. Burn, The 
Economic History of Steelmaking (C_mbridge, 1940), 
chap. xvi, and “Recent Trends in the History of the 
Steel Industry,” Economic History Review, XVII, 
No. 2 (1947), 95-102. 


often dampens the vigor of entrepreneur- 
ship and of competitive pricing policies. 
At other times obstacles are imposed 
through financial control and other 
means practiced by the established firms, 
whose vision has narrowed and who fear 
competition and excess capacity. Witness 
today the struggle of Henry J. Kaiser 
against the established automotive and 
steel interests. There is some evidence to 
suggest that in the past the United States 
Steel Company has retarded the develop- 
ment of the Birmingham district, a nat- 
ural low-cost steel center, presumably 
to maintain the profitability of its opera- 
tion at Pittsburgh and other points.” To 
the extent that such obstacles are present 
in the future, structural shifts within 
the United States will be deferred. 
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% Table 2 shows the excellent position of Bir- 
mingham for assembling raw materials, despite high- 
er consumption of coal and ore per ton of steel than 
at other centers. The broad extent of its pig-iron 
shipment (e.g., into Illinois in competition with the 
Chicago-Gary district) bears testimony to this fact. 
This superiority was recognized early in the develop- 
ment of the district. Yet Alabama remains a deficit 
steel territory; on net balance it has always imported 
a large part of its steel requirements. Birmingham’s 
scrap and labor conditions certainly were not un- 
favorable for an expanded production, nor were its 
reserves of iron and coal. The chief argument against 
extensive construction of stee] capacity at Birming- 
ham was the lack of large steel-consuming industries 
within the southern states. Nonetheless, in view of 
the South’s deficit position and the long distances 
over which Birmingham’s products have been able 
to move owing to cheap assembly cost, it does seem 
that Birmingham could have had and in the future 
can support, on a favorable competitive basis, a 
modest amount of additional steel capacity. For 
relevant data see U.S. Transportation Investigation 
and Research Board, op. cit., pp. 63-67, 78-80, 110- 
12, and 127-28. It has also been intimated that steel 
expansion in the Detroit area has been retarded by 
an agreement among main steel producers to keep 
out of this area. Supposedly, this step was taken to 
avoid too keen competition which might eventuate 
if everyone were to try to pluck this plum. In other 
instances, in the early years of World War II, and 
after the peace, many persons have accused the steel 
companies of being overly cautious, conservative, 
and restrictive in expanding facilities. 











SPANISH BANKING SCHEMES BEFORE 1700 


EARL J. HAMILTON 


the Bank of Spain” in the June, 

1945, issue of this Journal,‘ I pointed 
out that surprisingly few antecedents 
had come to light and that there was 
none for the hundred and fifty years 
prior to the Bank charter. Research in 
Spanish libraries and archives in 1946-47 
—particularly the Archivo Histérico Na- 
cional, the Archivo General de Simancas, 
the Academy of History, and the Ar- 
chives of the Bank of Spain—and a sub- 
sequent examination of Spanish econom- 
ic literature have uncovered numerous 
banking schemes by leading economists 
and statesmen. These plans were con- 
nected with public finance, monetary 
policy, economic development, and the 
rise of financial institutions. Neverthe- 
less, they remain a virtually unknown 
phase of Spanish economic literature and 
a neglected chapter in economic history. 
This paper will cover the period prior to 
1700; and an article on “Plans for a Na- 
tional Bank in Spain, 1701-83,” will fol- 
low in the August issue of this Journal. 


T AN article on ‘“‘The Foundation of 


I 


Costly wars, unmanageable debts, 
monetary chaos, and actual or fancied 
scarcity of money are the chief problems 
that have stimulated plans for national 
banks in different countries in modern 
times. Since the Spanish Empire pro- 
duced a large part of the world output of 
precious metals, an inadequate supply of 
currency seldom motivated economists 
or influenced statesmen. But in the six- 


t Journal of Political Economy, LIII, 97-113. 
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teenth and seventeenth centuries the 
country suffered severely from wars, 
debts, and monetary disorder. What an 
opportunity for projectors in a land 
noted for fertile imagination! The freely 
germinating schemes attracted serious 
attention from the Cortes, royal coun- 
cils, and mixed commissions of officials 
and experts. As in other countries with 
national banks under consideration or 
with newly chartered institutions fight- 
ing for a foothold in national economies, 
bitter disputes over political power and 
financial policies inevitably arose. The 
danger to a bank’s assets from an im- 
pecunious monarch, the evils of monopo- 
ly and exclusive privilege, the fear of 
concentrated money power, and the 
right to levy taxes for banking capital 
agitated the minds of economists, depu- 
ties in the Cortes, and ministers of the 
crown. 

With dozens of different types of coins 
circulating in Catalonia and Valencia, as 
in other active trading centers in the late 
Middle Ages, business enterprise could 
not have functioned without professional 
money-changers.? Along with merchants, 
the money-changers gradually developed 
deposit, transfer, and domestic and for- 
eign exchange functions. The numerous 
private banks that sprang up pioneered 
in the use, and played an important role 
in the perfection, of bills of exchange and 
other negotiable instruments. Owing to 
the losses sustained by private and public 

* Cf. Earl J. Hamilton, Money, Prices, and Wages 


in Valencia, Aragon, and Navarre, 1351-1500 (Cam- 
bridge, Mass. , 1936), p. 137. 
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depositors through frequent bank fail- 
ures and to the recurrent needs of the 
municipality for loans, the city of Bar- 
celona established the Bank of Deposit 
in 1401; and Valencia followed suit in 
1407.5 These were the first two successful 
public banks of deposit in all Europe. 
Although not without difficulties some- 
times requiring reorganization, each 
served its community well for more than 
three centuries. The municipal Deposit 
Bank at Saragossa also enjoyed a long 
period of stability and success.* Yet these 
banks were seldom mentioned by the 
economists and statesmen who drafted 
and debated banking projects in Castile. 
Neither were the private banks that 
operated in Castilian cities and fairs. 
Nor were the great mercantile and bank- 
ing firms such as the Fuggers, Welsers, 
and Genoese that supplied munitions and 
provisions, loaned money, and furnished 
foreign exchange for the power politics 
and armed conflicts of Charles V (1516- 
56) and Philip II (1556-98).° Neglecting 
the financial institutions of their own 


3 Archivo Municipal de Valencia, Manuals de 
Consells, A23, fols. 254, 285, 287-88, 291-93, 298; 
A. P. Usher, The Early History of Deposit Banking in 
Mediterranean Europe, I (Cambridge, Mass., 1943), 
271. 


4 Ignacio de Asso, Historia de la economia politica 
de Aragon (Sargossa, 1798), pp. 402-5. 


5 Crist6bal Espejo and Juli4n Paz, Las antiguas 
ferias de Medina del Campo (Valladolid, 1908), pp. 
71-164, 272-78; Cristébal de Villalén, Provechoso 
tratado de cambios y contrataciones de mercaderes y 
reprovacion de usura (Valladolid, 1542), fols. 26-27; 
Archivo Histérico Nacional, Clero: Madrid, Leg. 
1040, fol. 154. 


* Konrad Habler, Die Geschichte der Fugger’schen 
Handlung in Spanien (Weimar, 1897), pp. 42-44, 
117 ff.; Richard Ehrenberg, Das Zeitalter der Fugger 
(Jena, 1896), I, 100-186, 324-72; II, 147-59, 222-25; 
Ramé6n Carande, Carlos V y sus banqueros (Madrid, 
1943), PP. 195-234; E. Reinhardt, Jakob Fugger der 
Reiche aus Augsburg (Berlin, 1926), pp. 128-30, 
147-48; Henri Hauser, Les Origines historiques des 
— économiques actuels (Paris, 1930), pp. 
39-42. 


country, the projectors turned to the 
Bank of Saint George in Genoa, Bank of 
Amsterdam,’ Bank of Hamburg, and 


7As José Antonio Rubio has pointed out (“La 
Fundacién del Banco de Amsterdam [1609] y la 
Banca de Sevilla,” Moneda y crédito, March, 1948, 
pp. 14 ff.), a resolution of the city council of Am- 
sterdam on May 10, 1606, stated that the leading 
merchants had long been pressing for a bank “as 
in Seville and Venice” (J. G. van Dillen, Bronnen 
tot de Geschiedenis der Wisselbanken |’S-Gravenhage, 
1925], I, 5). Several licenses for bonded “public 
banks” in Seville had been granted in the two pre- 
ceding decades; but Rodrigo Sanchez Doria, deputy 
from Seville, declared in the Cortes on November 
16, 1594, that “everyone who has had a banking 
monopoly in the said city has failed, destroying the 
estates of the citizens and injuring the kingdom” 
(Actas de las Cortes de Castilla, XII |Madrid, 1887], 
382). A pragmatic of 1602 complained that, because 
of carelessness in epproving the bonds of “public 
banks,” “there have been great failures in Madrid 
as well as in the cities of Seville, Toledo, and Grana- 
da, from which notable injuries and losses have 
occurred” (Nueva recopilacién [Madrid, 1775 ed.], 
Lib. IX, Tit. III, Ley XIV. Curiously, Sr. Rubio 
cites this pragmatic as evidence that there were 
“public banks” in these cities at that time [op. cit., 
p. 19, n. 36]); but he cannot be certain that a 
‘public bank” was operating at Seville either when 
the merchants of Amsterdam cited one as a prece- 
dent or for several years before that date. In fact, 
the last “public bank” in Seville discussed by Sr. 
Rubio—that of Jacome Mortedo, a Genoese, as were 
many other owners of banks in Spain at that time— 
failed in 1600, after having operated only a year 
(Actas de las Cortes de Castilla, XX, 238). The mer- 
chants of Amsterdam must have formed an exag- 
gerated notion of Seville’s banks because of the 
great commercial importance of that entrepét of 
American trade. It is difficult to believe that con- 
servative Dutch businessmen who knew the facts 
ever would have wanted to copy such a frail insti- 
tution as even the strongest Seville bank had been. 
Frequent references to the Bank of Deposit (Taula) 
at Valencia occurred from the fifteenth to the 
eighteenth century in the account-books I used for 
the history of Valencian prices. References to 
“public banks” almost never appeared in the ac- 
count-books I used in Seville, Toledo, Madrid, 
Segovia, Valladolid, Avila, Burgos, and other 
Castilian cities. No Castilian bank served asa model 
in any banking scheme I have found. But we need 
much more information than is now available con- 
cerning the licensed and bonded “public banks” in 
Castile. 1 hope that Sr. Rubio, whose expert knowl- 
edge of the history of jurisprudence qualifies him 
to use the difficult material in notarial archives and 
other legal documents, the chief sources that now 
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Bank of Sweden as models for construct- 
ing their schemes and as examples in 
promoting them.® 


II 


The earliest banking scheme to reach 
the floor of the Castilian Cortes was 
Pedro de Salcedo’s plan for a charitable 
loan fund and pawnshop (arca de miseri- 
cordia y monte de piedad) discussed on 
February 25, 1567.’ “ Because the project 
is so good,” the deputies readily agreed 
to have copies made for consideration by 
the eighteen cities represented in the 
Cortes."® Laborers and other recipients of 
inflexible incomes were suffering from the 
soaring cost of living resulting from the 
great influx of treasure from the New 
World." Yet the cities must not have re- 
acted favorably to this kind of relief, for 
the deputies took no further notice of 
Salcedo’s project. 

Few economic schemes in the annals of 
Spain have received as much or as pro- 
longed attention as did the plan for mort- 
gage banks and affiliated pawnshops ini- 
tiated by Peter van Oudegherste” and 


seem likely to be available, will not only continue 
his study of banking in Seville but extend it to other 
Castilian cities. 

§ Unfortunately, this lack of appreciation for 
what is good at home, unless previously accepted or 
honored abroad, has characterized Spanish thought 
and policy since time out of mind. 


* The earliest banking plan for England found 
by R. D. Richards, who combed the printed and 
manuscript sources with extraordinary patience 
and skill, was not presented until 1571 (The Early 
History of Banking in England (London, 19209], 
P- 93). 

% Aclas de las Cortes de Castilla (hereafter 
abbreviated as ‘‘Actas’”) (Madrid, 1861——), 
II, 188. 

™ Earl J. Hamilton, American Treasure and the 
Price Revolution in Spain, 1651-1800 (Cambridge, 
Mass. , 1934), pp. 262-306. 

™ Often written Doudegherste, an obvious cor- 
ruption of the French form d’Oudegherste. Little is 
known of Oudegherste except that he was born in 


developed by Luis Valle de la Cerda. On 
April 8, 1576, Oudegherste and one Peter 
van Rotis wrote Philip II from Vienna 
that they had presented to the Spanish 
ambassador a plan whereby “ His Majes- 
ty can easily pay all the debts he owes, 
have a large sum of money whenever he 
needs it, reestablish the royal revenues 
which have hitherto not been collected, 
and borrow millions of florins in any of 
his kingdoms at 5 per cent and without 
delay whenever emergencies arise.’ An 
exhaustive search of the Spanish ar- 
chives" has failed to uncover this version 
of the plan itself. But Oudegherste gave 
1576 as the date his project was first sub- 
mitted to Philip IT;*5 and there is strong 
internal evidence that, at least in embry- 
onic form, this was the scheme that was 
destined to monopolize the stage for a 
century and a half. 

Since Philip II had defaulted upon his 
obligations in 1575 and had even com- 
plained that he knew not one day how he 
could find the means to live the next, 
Oudegherste’s scheme reached him in an 
extremely favorable conjuncture. Yet it 


Lille, studied jurisprudence, spent the next several 
years in Italy and Spain, served the German emper- 
or, called himself doctor—as did almost everyone 
else with intellectual pretensions at that time— 
and died in Spain in 1591. 

3 Archivo General de Simancas (hereafter 
abbreviated as “‘AS”’), Estado, Leg. 659, fols. 28- 
29, 103. 

"4 Particularly at Madrid, El Escorial, and Si- 
mancas. 

s According to the letter from Oudegherste and 
Rotis to Philip II on April 8, 1576, the plan was their 
joint product. But after this date Rotis dropped 
completely out of sight. Oudegherste does not even 
refer to him in what seems to be the final version 
of his scheme. In his prolix writing on the mort- 
gage banks and pawnshops Valle de la Cerda re- 
peatedly asserted, when recognition of literary 
indebtedness was not the fashion, that he was 
a mere disciple of Oudegherste. He never men- 
tioned Rotis, and I did not find his name in the 
thousands of pages on banks and pawnshops in the 
proceedings of the Castilian Cortes. 
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failed to convince him. Oudegherste, 
then in Spain, repeated his proposal in 
1583. Although unwilling to consider it 
for Spain, Philip II thought it might 
work in Flanders. A committee of thirty- 
five Flemish experts and high govern- 
ment officials carefully examined and 
readily approved the plan. According to 
its disappointed supporters, only “igno- 
rance and envy” prevented its adoption.” 

An undated copy of Oudegherste’s 
scheme among the manuscripts of the 
Academy of History at Madrid*’ appar- 
ently represents its final form. Under 
pressure to obtain a hearing, Oudegherste 
claimed that the banks and pawnshops 
would (1) pay off the national debt™ and 
“raise revenues so much there will be no 
need to incur obligations in the future’; 
(2) reduce taxes and increase private 
wealth; (3) “wipe out the abominable sin 
of usury, which, like a universal cancer, 
has consumed the royal patrimony, 
ruined private fortunes, and contaminat- 
ed a great multitude of consciences”’; and 
(4) facilitate loans for public and private 
necessities. The availability of funds on 
reasonable terms would aid agriculture 
by preventing distress sales of unhar- 
vested crops at disastrous prices. Not 
having read Henry Thornton’? or Knut 


*Luis Valle de la Cerda, Desempefio del patri 
monio de su Magestad (Madrid, 1618 ed.), p. 187- 
“Oposiciones,” p. 7; Juan Sempere y Guarinos; 
Biblioteca espatiola econémico-politica, I (Madrid, 
1801), “Luis Valle de la Cerda,” x-xii; Ehrenberg, 
op. cit., II, 205-21. 


Academia de la Historia (hereafter abbrevi- 
ated as “AH”’), Papeles de Jesuitas, Tomo 62, No. 
94. 


* On the assumption that both the amount saved 
through a sharp reduction in the interest on the 
funded and the unfunded debt and the crown’s half 
of the profits would be used for amortization. 


* An Enquiry into the Nature and Effects of the 
oo Credit of Great Britain (London, 1802), pp. 
287 ff. 
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Wicksell,”° Oudegherste argued that a 
sharp reduction in interest rates would 
combat the Price Revolution by lowering 
costs of production. The rise in agricul- 
tural and industrial output resulting 
from the increased working capital sup- 
plied by the banks would also reduce the 
cost of living. Half the profits would be 
used to extinguish the national debt and 
the other half to lower taxes. The banks 
would “‘indissolubly bind the subjects to 
the crown, for they will naturally love 
the prince who decreases their burdens 
and increases their security and wealth.” 

A bank and subsidiary pawnshop 
would be established in every city and 
large town not only in Castile but 
throughout the Spanish Empire in the 
Old World and the New. Regardless of 
the political autonomy and the separate 
monetary systems in Aragon, Catalonia, 
Valencia, and Navarre, these kingdoms 
would be included in the banking system. 
There would be no parent-bank, but a 
completely decentralized chain. Each 
bank and pawnshop would be governed 
by a board of three directors, with one 
chosen by the municipality, one by the 
province or kingdom, and one by the 
crown. General policies would be deter- 
mined, and the activities co-ordinated, 
by a board of governors (consejo supremo 
de erarios) at Madrid. To provide a 


» Geldzins und Giiterpreise (Jena, 1898), Kaps. 
7-9. 

*t Divided into two sections. Four governors 
from Castile and the Indies, two from Portugal, one 
each from Aragon, Catalonia, and Valencia, and two, 
chosen alternately, from Navarre, Vizcaya, Guipaz- 
coa, and Alava would constitute the section for 
Spain and America. The section for the European 
dominions would have eight governors, with two 
each from Naples, Sicily, Milan, and Flanders. The 
kingdoms and European dominions would select 
their representatives on the board. Castile would 
name them for herself and the American colonies. A 
chairman appointed by the crown would preside 
over weekly meetings of the combined board. The 
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powerful incentive to employees, the 
most capable would be elevated to di- 
rectorships and the outstanding directors 
elected governors. Furthermore, all serv- 
ants and officers would draw high 
salaries.” 

Recognizing the desirability of equity 
capital, Oudegherste exhorted the rich, 
the clergy, and the crown to invest in the 
banks. But obviously not expecting a 
favorable response, he planned for in- 
stitutions without share capital. To se- 
cure loan funds and working capital, the 
banks would borrow on perpetual annui- 
ties at 2} or 3 per cent, redeemable annu- 
ities at 5 per cent, and life annuities at 9 
or to per cent. All the funds of the central 
and local governments would be held as 
demand deposits without interest. The 
banks would also hold, interest free, the 
reserve funds of ecclesiastical bodies, 
sequestrations, sums deposited on judi- 
cial order, and money left by Spaniards 
who died in America pending final settle- 
ment of the estates. Owing to the abso- 
lute security and punctual payments of- 
fered by the banks, merchants and the 
well-to-do would transfer their demand 
deposits from private banks, with their 
deplorable record of failures. To attract 
demand and time deposits’? from those 
who wished to keep them confidential, 
such funds would be handled exclusively 
by the oldest director, who would take an 
oath, under penalty of death, not to re- 
veal the deposits to anyone.”4 

Whether in low-interest areas, like 
Flanders, or in high-interest areas, like 
America, the banks would lend on real 
estate or on their own annuities at the 


directors of each bank would submit a monthly 
report on its condition to the board of governors. 


* AH, Papeles de Jesuitas, Tomo 62, No. 94. 
23 In the form of redeemable annuities. 
% AH, Papeles de Jesuitas, Tomo 62, No. 94. 
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uniform rate of 6 per cent. The pawn- 
shops would borrow all their loan funds 
from the banks at 6 per cent and lend 
them at 7. Unlike most later projectors, 
Oudegherste was not disturbed over the 
canonical prohibition of interest on loans; 
for he believed that even the 7 per cent 
to be charged by the pawnshops was al- 
ready legitimized by apostolic dispensa- 
tion. The banks would deal in domestic 
and foreign exchange and administer es- 
tates for minors. But they might not en- 
gage in commerce in any form. They 
would not be banks of issue but “‘ deposi- 
tories to collect, hold, and disburse 
money.” Yet loans creating demand de- 
posits would obviously expand the cir- 
culation. The banks would not have a 
legal monopoly on any banking function, 
but in practice they would soon acquire 
an absolute monopoly on loans. The 
crown, local governments, and private 
debtors would lose no time in borrowing 
from the banks at 6 per cent to refund 
their obligations, “‘which are costing a 
great deal more.” Rather than take the 
trouble and risk of lending to private 
borrowers, the reimbursed creditors 
would place their funds in the redeem- 
able annuities of the banks at 5 per cent. 
Since the banks would lend at 6 per cent 
and the pawnshops at 7, an effective 
ceiling of 6 per cent on commercial loans 
and 7 per cent on small loans would re- 
sult. The 5 per cent offered by the banks 
would also fix a floor.’ 

To allay the widespread fear that 
banks could not survive in a monarchy, 
the king would swear never to lay hands 
upon their assets; and upon coronation 
each successive monarch would repeat 
the oath. Since the banks would extirpate 
the deadly sin of usury, the pope would 
be asked to excommunicate anyone who 


5 Tbid. 
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despoiled them. For directors who au- 
thorized irregular advances to the king, 
the penalty would be death. The direc- 
tors were to be criminally liable for fail- 
ure to meet any obligation punctually, 
and the bank would have to pay the dis- 
appointed creditor five hundred mara- 
vedis” a day until his claim was satisfied. 
During rush hours the clerks and officers 
were to serve those having claims against 
the bank before those wishing to make 
payments. With the typical projector’s 
naive faith in the efficacy of a regulation, 
Oudegherste provided that “the poor 
must always be served before the rich”’ !?7 

Luis Valle de la Cerda, councilor and 
comptroller of the Holy Crusade, met 
Oudegherste in Flanders, “while on the 
king’s business,” about 1583 and imme- 
diately formed an undying friendship 
with him and a strong attachment to his 
cause. Upon returning to Spain, Valle de 
la Cerda aggressively campaigned for the 
banking plan with the king’s ministers 
and with the king. Depressed by his 
debts and impressed by Valle de la 
Cerda’s arguments, Philip II called 
Oudegherste back to Spain and submit- 
ted his project to a commission, with the 
Archbishop of Mexico, president of the 
Council of Castile, as chairman. Oudeg- 
herste praised the commission for its 
fairness and patience in listening to him 
and Valle de la Cerda, and one must not 
forget that projectors are notoriously 
hard to please. After six months of hear- 
ings and deliberations, the commission 
approved the plan.** When he died, in 


* About $1.90 in United States currency. 
* AH, Papeles de Jesuitas, Tomo 62, No. 94. 


*In fact, Valle de la Cerda, an ex parte but 
usually reliable witness, tells us that the commis- 
sioners agreed that the banks and pawnshops would 
pay off the national debt, eliminate taxes, provide 
the king and kingdom with “the richest source of 
imcome that has ever been seen, and permanently 
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1591, Oudegherste was confidently await- 
ing the execution of his scheme; but his 
hopes never materialized.”® By relieving 
the pressure upon public finance, the 
great influx of treasure from the New 
World, which reached its apogee for the 
sixteenth and seventeenth centuries in 
1591-95,°° doubtless dampened the en- 
thusiasm for the banks and pawnshops. 

When he felt death approaching, 
Oudegherste persuaded Valle de la Cerda 
to consecrate his life to the promotion of 
his scheme. True to his promise, Valle de 
la Cerda amplified and perfected it, de- 
voted three decades to its defense in in- 
tellectual and political circles, and finally 
made it his own. By June 17, 1593, he 
had written a careful exposition of the 
plan, entitled ‘‘ Fundacién de los erarios 
publicos y montes de piedad para el 
desempefio universal del rey,”’ which was 
never published but apparently enjoyed 
a wide circulation in manuscript form. 
Six years later he had his systematic 
treatise Desempento del patrimonio de su 
magestad ready for publication; and on 
January 6, 1600, the Cortes appropriated 
eighty ducats* to defray the cost of pub- 
lishing* a hundred copies.** Again with a 
subsidy from the Cortes,*4 in 1618 (Ma- 
drid) he published two hundred copies of 


eliminate the need or occasion to burden the king- 
dom again.” 

» Valle de la Cerda, op. cit., fols. 3-5, 97; “Oposi- 
ciones,”’ p. 7; Sempere y Guarinos, op. cit., I, xiii- 
xiv; Actas, XXX, 186-87. 


3° Hamilton, American Treasure, pp. 33-34- 


3*An accounting unit of 375 maravedis, or 
approximately $1.37} in United States currency. 

3 Madrid, 1600. 

33 Actas, XVIII, 595; Biblioteca Nacional, MS 
7609, fols. 2-3. 

34 Voted on November 27, 1617 (Actas, XXXI, 
91-92). The payment authorized on February 17, 


1620, amounted to 79,492 maravedis, or approxi- 
mately 212 ducats (ibid., XX XV, 298). 
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a revised edition containing 320 pages of 
text and 283 pages of “‘Oposiciones,” in 
which he and the comptroller Francisco 
de Salablanca, an incredibly mediocre 
disciple, answered the criticisms of the 
genoese financier, Juan Centurién, mar- 
quis of Estepa.* 

Valle de la Cerda accepted most of his 
master’s proposals, but on some he dif- 
fered. He believed that an initial capital 
of four million ducats, to be used as a 
loan fund, would be desirable; for it 
would permit the banks to begin by mak- 
ing loans rather than by soliciting time 
deposits. But the banks could be estab- 
lished without any capital whatever.*° 
Government deposits and those required 
by law would provide a minimal loan 
fund, and a lien on public revenues would 
protect all creditors. If the need for capi- 
tal should be recognized subsequently, 
retention of the earnings for three or four 
years would provide it. The banks and 
pawnshops would be jointly owned by 
the crown and the cities in which they 
were located, but directors elected by the 
municipalities would administer them. 
There would be no board of governors or 


3s As one would expect from the limited editions, 
Valle de la Cerda’s book is extremely rare. Juan 
Sempere y Guarinos, the great historian of Spanish 
economic thought, owned a copy of his manu- 
script of June 17, 1593, but in 1801 had never even 
seen a copy of either edition of his book (op. cit., I, 
“Luis Valle de la Cerda,” ii). As early as 1607 the 
Cortes seriously considered the possibility of having 
to print a new edition in order to have adequate 
copies for the thirty-six deputies and a handful 
of royal ministers (Actas, XXIII, 255-56). 


36 The institutions could be installed in city halls 
without cost until buildings could be rented or con- 
structed out of profits. Traditional three-lock treas- 
ure chests would keep cash safely, and some officer 
would gladly store valuables pledged to the pawn- 
shops in his home for modest fees! Presumably furni- 
ture already in the city halls would be used. Account- 
books, paper, deposit slips, and writing quills seemed 
to be the only other supplies and equipment needed 
(Valle de la Cerda, op. cit., fol. 22; “Oposiciones,” 
fols. 54-56). 
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other means for supervision or co-ordina- 
tion. Yet the banks would be expected 
to transfer deposits from one to another, 
pool reserves, eliminate local differences 
in interest rates, and co-operate in eco- 
nomic reconstruction.*7 

To make the perpetual 3 per cent an- 
nuities attractive, Valle de la Cerda pro- 
vided for a reduction in the 5 per cent 
rate on redeemable annuities after the 
liquidation of the public debt and the 
accumulation of excess reserves. He 
would limit loans to a period of eighteen 
months. His banks would pay a flat rate 
of 3 per cent, rather than 2} or 3, on per- 
petual annuities; and his pawnshops 
would lend at 6} or 7 per cent, rather 
than at 7. They would not sell life an- 
nuities. Valle de la Cerda explained that 
under canon law damnum emergens and 
lucrum cessans would justify the interest 
charged by the banks and pawnshops. 
His banks would pay the interest on gov- 
ernment bonds (juros) as long as they 
remained outstanding, and through cor- 
respondents in Italy and Flanders they 
would slash the cost of foreign remit- 
tances. The assets of the banks would be 
exempt from taxation, and the deposits 
of natives, foreigners, and even criminals 
inviolable in war or peace. To the argu- 
ment that the banks could not succeed 
because the king would sequester their 
resources in an hour of need, Valle de la 
Cerda replied: (1) that only the cash re- 
serves could be taken and that aggressive 
lending would always keep them ex- 
tremely low; (2) that half the enterprise 
would belong to the crown, and no king 
would be reckless or stupid enough to 
destroy such a profitable investment. 
Nevertheless, like Oudegherste, he 


37 Valle de la Cerda, op. cit., fols. 7-14, 18-19, 
22, 25-27, 29, 63, 68, 70-71, 94, 99-100, 106-7, 125, 
130, 132, 137-38, 141-51, 158. 
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thought that the king should take an 
oath never to rob the banks!** 

In keeping with the strong mercantil- 
ist tradition in Spain,*? Valle de la Cerda 
naturally believed that low interest rates 
had almost miraculous power. Instead of 
being an instrument for usury, money 
would revert to its natural use (in the 
Aristotelian sense) as a medium of ex- 
change. By reducing the rate of interest 
to 6-7 per cent, the banks would stimu- 
late investment, combat unemployment, 
lessen vagabondage, bring idle land un- 
der cultivation, raise output, promote 
recovery, and induce public and private 
creation of real capital.*° The banks 
would be “‘the Peru of Wealth, the New 
Spain.” Merchants would borrow to in- 
crease their stock, industrialists to pro- 
cure raw materials, farmers to tide over 
the period until their crops were harvest- 
ed, cities to purchase food in time of 
dearth, and hard-pressed taxpayers to 
pay their taxes. The great increase in 
production would raise exports and tend 
to curb the outflow of specie, which re- 
strictive legislation could never remedy. 
The facilities for remitting funds from 
America through the banks, “which 
everyone will trust,” would greatly in- 


3 Ibid., fols. 21-25, 28, 32-37, 50, 57-58, 71, 
83-90, 94-95, 130-32, 137-38, 140-41, 158-60; 
“Oposiciones,” fols. 69-70, 111-12. 

# Cf. Earl J. Hamilton, “Spanish Mercantilism 
before 1700,” in Facts and Factors in Economic His- 
tory (Cambridge, Mass., 1932), pp. 214-39. 


4 Valle de la Cerda said that Genoa was similar 
geographically to his native city of Cuenca but 
poorer in natural resources. He ascribed the great 
prosperity of Genoa to its low interest rate and the 
appalling poverty of Cuenca to its high rate (op. cit., 
fols. 61-62). How Genoa, one of the world’s large 
Cities and great seaports, could be compared geo- 
graphically with Cuenca, a small city in the heart 
of Spain, shut off from the sea in every direction by 
long distances and high mountains, is difficult to 
understand. The only striking similarities are their 
great scenic beauty and the steep gradients of their 
Streets. 
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crease specie imports from the New 
World. Anticipating Alexander Hamil- 
ton, Valle de la Cerda argued that these 
institutions would “cement the distant 
provinces and kingdoms together.”’* 
After the public debts were extin- 
guished and the hated sales tax abol- 
ished, idle funds would pile up in the 
banks and be invested in private enter- 
prise of every description, “attracting 
ideas, industry, and exquisite things from 
other provinces and nations... con- 
structing public works, erecting build- 
ings, and cultivating the land.” A host of 
displaced tax gatherers and receivers 
would be released for productive labor. 
Spain would awaken and rise again.* 


Ill 


One of the first acts of every Spanish 
king was to examine his resources and in- 
vestigate the debts of his predecessor to 
determine what portion he could and 
should assume. The picture had never 
been gloomier than on September 13, 
1598, when Philip III ascended the 
throne. Interest on the funded debt not 
only exceeded the vast outlay on war and 
diplomacy but absorbed almost two- 
thirds of the entire royal revenues. The 
unfunded debt was also staggering. The 
Fuggers alone were due, and insistently 
demanding, 300,000 ducats a year for the 
next five years. The Treaty of Vervins, 
on May 2, 1598, had ended hostilities 
with France; but peace was not negoti- 
ated with England until 1604 or with the 
rebellious Dutch provinces until 1609. 
Monetary debasement in the last days of 
Philip I[—the first time a Spanish king 
had tampered with the coinage in more 

4* Valle de la Cerda, op. cit., fols. 10, 31-33, 63- 
66, 72, 99, 113-16, 120-21, 155; “‘Oposiciores,” 
fol. 35. 


# Valle de la Cerda, op. cit., fols. 9, 21, 95-08, 
104-7, 114-16, 128-29; “‘Oposiciones,”’ fol. 94. 
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than a century—and at the beginning of 
the reign of Philip III did not fill the 
empty treasury. The enormous debt and 
the poor debt record of Philip IT, who 
had suspended payments for the third 
time in 1596, made borrowing difficult. 
One of the worst pestilences in the annals 
of Spain swept over Andalusia and pene- 
trated New Castile in 1599-1600, and 
there were visible signs of the decay that 
was to last a century.® 

The chief problems facing the Cortes 
of 1598-1601 were to service the national 
debt, provide the crown with revenue, 
and promote economic recovery. One 
could hardly imagine a better opportuni- 
ty for a banking scheme. On December 
14, 1599, Pedro de Miranda, one of the 
deputies from Burgos, proposed the es- 
tablishment of banks and pawnshops.*4 
Basically, ‘‘the form contained in the 
book by Luis Valle de la Cerda” was to 
be followed. But Miranda would have a 
bank and auxiliary pawnshop in each of 
the eighteen cities represented in the 
Cortes rather than in every city and 
large town. Banks would also be placed 
in Lisbon, Naples, and the most suitable 
city in Flanders but not in America, 
where Valle de la Cerda planned to oper- 
ate as in metropolitan Spain.* 

The possibility of setting up the banks 
without capital was not even considered. 
One million ducats would be raised.“ 


43 Konrad Hibler, Die Wéirtschaftliche Bliite 
Spaniens im 16. Jahrhundert und ihr Verfall (Berlin, 
1888), pp. 122-38; Ehrenberg, op. cit., II, 153-50, 
205-21, 259-60; Hamilton, American Treasure, 
Pp. 73-76, 306; Actas, XVIII, 510-11, 523-33. 

44 There had been considerable preliminary dis- 
cussion since late in November (Actas, XVIII, 450, 
455-56, 490, 517-18, 522). 

48 [bid., pp. 45°, 455, 527-31. 

4 A fourth of the amount suggested by Valle de 
la Cerda, but it would have to finance much less 
than one-fourth of the number of banks he contem- 
plated. 
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“The amount of capital that seems desir- 
able” would go to the three non-Spanish 
banks, and the remainder would be di- 
vided among the eighteen metropolitan 
institutions in proportion to each city’s 
tax allocation (encabezamiento general). In 
spite of the stringent public finance, the 
crown would provide the capital by bor- 
rowing on redeemable annuities at 5 per 
cent. If the funds were not forthcoming 
voluntarily, the first treasure arriving 
from America for “passengers, not mer- 
chants or shippers,’’ would be taken‘ 
and the owners indemnified with annui- 
ties.4* The banks were to hold all the de- 
posits of the royal treasury, and the 
owners of “‘depositories’”’ who had pur- 
chased this privilege would be reim- 
bursed. To prevent the crown from 
gaining arbitrary control over the purse, 
the banks would be forbidden to distrib- 
ute profits to the king without the con- 
sent of the Cortes or, when not in session, 
of a majority of the cities represented. 
The banks and pawnshops would have an 
absolute monopoly on all forms of bank- 
ing. Private banks of deposit and the 
licensed bankers and exchange dealers 
(bancos publicos y cambios) woud be sup- 
pressed. Even “secret” banking in any 
form would be strictly forbidden.” 
Until February 26, 1601, two days be- 
fore the adjournment of the Cortes, the 
foundation of banks and pawnshops over- 
47 With the expectation that passengers could be 
abused with less injury to business activity than had 
resulted from Charles V’s and Philip II’s sequestra- 


tion of treasure belonging to merchants engaged in 
the American trade. 


48 To force the executive officers (administradores) 
to concentrate all their energy upon the banks 
instead of dissipating a large part of it in extra em- 
ployment, an age-old Spanish vice, they were to be 
under full-time contracts, with a vengeance. For 
engaging in business on the side or accepting a part- 
time position the penalty would be death! 


# Actas, XVIII, 529-38; Hamilton, “Spanish 
Mercantilism before 1700,” op. cit., pp. 217, 222-23- 
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shadowed all other issues. The deputies 
seldom mentioned relief of poverty or the 
stimulation of economic development as 
prospective advantages. Whether this 
was the best means to cope with the debt 
and to raise revenue was the chief ques- 
tion. Inflation of the already grossly 
overvalued fractional currency received 
substantial support as an alternative. 
But recognition that inflation would op- 
press the poor helped to defeat the meas- 
ure. On three occasions extensive sales of 
public offices were proposed but prompt- 
ly rejected. The monopolistic privileges 
of the banks led to bitter opposition. 
Whether the proposed payment of 4 per 
cent interest to attract deposits of idle 
funds, by their nature not so easy to 
camouflage as sales of annuities, could be 
reconciled with canon law caused serious 
misgivings.*° But on April 12, 1600, the 
deputies finally voted to make the estab- 
lishment of banks and pawnshops one of 
the conditions for a tax levy of eighteen 
million ducats.* At least, they thought 
they had done so. 

This did not settle the matter, for in 
a memorial to the Cortes six months later 
Valle de la Cerda begged the deputies 
obstructing his scheme to give him “an 
opportunity to satisfy your doubts.” On 
January 1, 1601, the crown accepted all 
the conditions for a tax levy of eighteen 
million ducats, including No. 8, which 


s° After having consulted theologians and still 
having failed to decide this question, the deputies 
elected a committee on March 24, 1600, to present 
all the papers pertaining to banks and pawnshops 
to the faculty of the great University of Salamanca 
in an effort to find justification through casuistry. 
Apparently fearing interminable discussion and con- 
sequent delay in the tax bill, the crown vetoed the 
proposal. At least one deputy believed an indulgence 
would have to be bought from the pope and insisted 
that the king should pay for it. 


‘ Actas, XVIII, 541, 558, 568-84, 595; XIX, 20, 


95-33, 40, 45-58, 148-49, 153-54, 157, 159, 194- 
225, 385, 416-17, 435-36, 519-21; XXX, 187. 
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seemed to require the foundation of 
banks and pawnshops. Even this did not 
settle the question. Three motions for 
banks and pawnshops in January-Febru- 
ary of the same year show that the 
Cortes did not think the king had defi- 
nitely promised to found them. But for 
almost two decades the deputies com- 
plained from time to time that the crown 
had failed to carry out its obligation. 
Finally, in 1617 a committee elected by 
the Cortes to find out what actually took 
place in 1598-1601 concluded from the 
minutes that (1) the deputies had agreed 
to refer the matter to their cities; 
(2) the king had promised to abide by 
their wishes; (3) the cities had never 
given their decision; (4) the crown had 
not been bound; and (5) the Cortes had 
never provided for the initial capital.” 

Advocates of the banks and pawn- 
shops argued that a lack of capital was 
all that had prevented their establish- 
ment. Presumably in order to overcome 
this difficulty, the crown “ordered 
amendments and simplifications.”’ On 
May 17, 1604, the Cortes urged Philip 
III to submit the revised plan for consid- 
eration.’ But either he rejected the peti- 
tion or the deputies failed to approve the 
amended scheme. 

A commercial crisis in Andalusia, New 
Castile, and Old Castile-—Leon—the three 
distinct economic regions comprising the 
Kingdom of Castile—in 1605-8 diverted 
interest from banks as aids to public fi- 
nance and focused attention upon them 
as instruments for the recovery and pro- 
motion of private enterprise. For the 
first time in 1607-8 the scheme of Valle 
de la Cerda drew vigorous support in the 

8 Ibid., XIX, 321, 563, 689, 705, 710, 748, 825, 


842; XXII, 321; XXIII, 255; XXIV, 103; XXX, 
176, 186-88; XXXI, 76, 91-92. 


53 Ibid., XXII, 321-22, 327, 332; Valle de la 
Cerda, op. cit., fol. 144. 
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Cortes on the ground that it would “open 
the door to an increase in cultivation, 
livestock raising, and general trade in all 
the kingdoms.” In 1607 and again in 
1608 the Cortes voted to request the 
crown to establish banks and pawnshops, 
“which will end usury” and “be the 
principal and only cause of the recovery 
of His Majesty’s and the country’s 
strength.” It was only because of the 
great difficulty in raising capital during 
the depression that the Cortes requested 
the king to establish banks and pawn- 
shops instead of requiring him to do so as 
a prerequisite for a tax levy.54 

Owing to the truce of 1609 ending the 
long conflict with Holland and to revived 
economic activity, parliamentary inter- 
est in banks languished for almost a 
decade. Heavy military expenditures in 
Italy and Flanders in 1617, when “al- 
most all the rest of the world are opposed 
to this kingdom and openly or secretly 
are enemies of its grandeur,” rekindled 
the interest of the Cortes. But inflation 
of the fractional currency tided the 
treasury over the emergency. In 1617-19 
the Cortes frequently debated Valle de la 
Cerda’s scheme. The extensive published 
proceedings fail to indicate any positive 
action; but in 1621 Pedro de Angulo, a 
deputy for Cordova, affirmed, without 
contradiction, that the recently dissolved 
Cortes had authorized gradual establish- 
ment of banks and pawnshops.** Angulo 
urged the deputies to execute the plan 
“already approved,” but the Cortes 
tabled his motion without debate.* 


s4Hamilton, American Treasure, pp. 215-17; 
Actas, XXIII, 255-56, 449-50; XXIV, 103-4. 

ss Since pawnshops would be easier to set up, 
they would come first—thus reversing the order 
prescribed by Valle de la Cerda. Banks would be 
attached to them when the means became available. 

8 Actas, XXIX, 12, 34-36; XXX, 10-12, 152, 
172-76, 186-88, 196, 232; XXXI, 75-76, 91-92; 
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In 1621 the twelve years’ truce with 
Holland expired, and Spain became 
deeply involved in the Thirty Years’ 
War. By the following year her troops 
were fighting in Italy and Flanders, and 
her fleets were engaged on the high seas. 
The royal treasury was empty, and reve- 
nues had been spent more than two years 
in advance. Even in peacetime gold and 
silver imports from the New World were 
dwindling; and the Spanish population 
was declining sharply. The utter inabili- 
ty of Spain to pay for the war encouraged 
her enemies. Farmers, cattlemen, manu- 
facturers, and merchants were as hard up 
as the king. The very existence of the na- 
tion seemed to depend upon relief for the 
royal treasury and assistance for the pri- 
vate economy. Hence the crown ap- 
pointed a royal commission (jumia) of 
ministers and financial experts to study 
the emergency and formulate policies. 
After a careful examination of both the 
“practical” remedies suggested by the 
cities represented in the Cortes and the 
accumulated nostrums of reformers, the 
commission concluded that banks and 
pawnshops offered “not only the best but 
the sole means of saving the country and 
the king.” Consequently, a royal decree 
sent to the cities represented in the 
Cortes on October 22, 1622, and pub- 
lished on February 11, 1623,57 provided 


XXXII, 355-56; XXXIII, 28-30, 413-17; XXXIV, 
7-8, 507; XX XVII, 193-94. 


s7 A manuscript copy of the decree in the Biblio- 
teca Nacional (MS 7609, No. 4, fols. 34-53) is dated 
October 29, 1629. Alberto Struzzi, who used a copy 
printed at Madrid on February 11, 1623, by Manuel 
Lopez Perera, pointed out that it was never pro- 
mulgated (Biblioteca Nacional, MS 10,441, fol. 
234); and it is not in the most complete collections 
of royal decrees in the archives and libraries at 
Madrid. But, with censorship as rigid as it was, the 
degree could hardly have been printed without royal 
permission; and the ministers of the crown insisted 
in the Cortes in 1623-24 that it had already been 
issued and had to be obeyed. 
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for the establishment of banks and pawn- 
shops in each of the 119 sales-tax dis- 
tricts (cabesas de partido de alcabalas) ;* 
and the crown even surpassed Oudeg- 
herste and Valle de la Cerda in extrava- 
gant promises of what they would 
achieve.5® 

To attain these objectives, the banks 
would have to dispose of large sums. 
Hence all lay and ecclesiastical vassals 
with estates of two thousand ducats or 
more would be forced to invest one- 
twentieth in perpetual annuities from the 
banks at 3 per cent. Ecclesiastical foun- 
dations and charitable endowments 
would have to put their funds into the 3 
per cent perpetual annuities. The banks 
would also sell redeemable annuities at 
5 per cent. The banks, and presumably 
the pawnshops, would lend, at 7 per cent, 
up to half the value of the security.® The 


8 Ehrenberg, op. cit., I, 351; Hiibler, Fuggerschen 
Handlung, pp. 205-8, 232-33; Hamilton, American 
Treasure, pp. 42, 80, 298-99; Actas, XXXVIII, 
24-38, 129-390, 143, 155-59; Conde de Campo- 
manes, A péndice a la educacién popular, IV (Madrid, 
1777), 305-25. 

% The banks would (1) increase the production 
of crops and livestock and raise the output of manu- 
factures by supplying adequate working capital; 
(2) cut costs and reduce prices by eliminating credit 
sales; (3) increase tax payments; (4) prevent bank- 
tuptcies of solvent debtors; (5) end usury; (6) di- 
minish specie exports; (7) enable Spaniards to 
underbid foreigners on government contracts; 
(8) pay off the public debt; (9) provide means for 
deflating the fractional currency; (10) arrest de- 
population; (11) give employment to the poor; 
(12) solve the age-old problem of vagabondage; 
(13) “moderate” emigration to the Indies by fur- 
nishing an opportunity to become rich at home; 
(14) attract ideas and immigrants from other coun- 
tries; and (15) reduce taxes sharply. In short, the 
new credit institutions would usher in the economic 
millennium. 


* Although “jurists and theologists have ap- 
proved” the 7 per cent interest on loans, its legality 
under canon law disturbed the Council of Castile. 
Under damnum emergens risks and expenses would 
justify the 2 per cent margin on funds obtained at 
5 per cent. But the money secured at 3 per cent on 
perpetual annuities would have to be loaned under 
a triple contract—a device often used in Catholic 


Council of Castile also made it clear, as 
the decree had intimated, that the banks 
would have a rigid monopoly on loans. 
Therefore, holders of liquid funds could 
not legally obtain a higher contractual 
return than the 5 per cent on redeemable 
annuities offered by the banks. The gov- 
ernment expected this ceiling to drive a 
great deal of money out of loan funds 
into direct investments in a quest for 
higher rewards. The sharp rise in venture 
capital would stimulate economic enter- 
prise.” 

In his letter of February 13, 1623, 
convoking the Cortes, Philip IV ex- 
plained that they were to vote taxes, pro- 
mote the general welfare, and give their 
observations on the establishment of 
banks. Despite the urgent need for reve- 
nue and the low state of welfare, in his 
speech from the throne the president of 
the Council of Castile instructed the 
Cortes to place the banks first on their 
agenda and “not to allow a single day to 
pass without discussing them.” After 
having censured the king for nearly two 
decades for neglecting to found banks as 
required by the Cortes of 1598-1601, the 
deputies now complained that his at- 
tempt to establish them by the decree of 
February 11, 1623, had wantonly ex- 
ceeded his authority. On May 31, 1623, 
the president of the Council of Castile 
severely reprimanded the deputies for 
presuming to challenge the royal power. 
The Cortes were to accept the decree and 


countries to evade the canonical prohibition of inter- 
est. That is, a bank would invest as a nominal part- 
ner and be guaranteed against the loss of the prin- 
cipal and against failure to earn 7 per cent profits 
(Actas, XXXVIII, 152-56). But ordinarily the 
Catholic church did not sanction interest rates 
above 5 per cent under triple contracts (cf. H. M. 
Robertson, Aspects of the Rise of Economic Individu- 
alism (Cambridge, 1933], pp. 135-51). 

6 Actas, XXXVIII, 156-208, 283-96, 303-55; 
Campomanes, op. cit., IV, 326-36. 
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limit their deliberations to the forced 
loan of one-twentieth of estates. Bitterly 
denounced as illegal taxation without the 
consent of the Cortes, this was one of the 
two major grounds for opposition. The 
monopoly on mortage loans was the 
other.” 

In a memorandum, probably written 
shortly after February 11, 1623, Alberto 
Struzzi, a naturalized Neapolitan ad- 
viser of Philip IV and one of the ablest 
and best informed economists of his 
day,’ strongly opposed the foundation 
of the banks. His chief reasons were 
(rt) that the forced investment would be 
extremely difficult to carry out equitably 
and would disturb business and (2) that 
public banks could function only in a 
democracy, where they would be admin- 
istered by representatives of the people 
serving short terms. That no public bank 
had existed in a monarchy was not an ac- 
cident, for deposits could not be safe 
under an absolute ruler. Furthermore, 
Struzzi warned the government that the 
spread of 4 per cent between the interest 
rate the banks would pay and the rate 
they would charge might not cover oper- 
ating expenses and the 3 per cent inter- 
est on funds that might lie idle when the 
government was not a heavy borrower. 
Struzzi argued that it would be much 


62 The objection of the public to monopoly was 
reflected in the decree of September 8, 1602, pro- 
viding that. there might never be only one licensed 
“public bank” with exclusive privileges in any 
city (cf. Miguel Ger6énimo Suarez y Nufiez, Tratado 
legal théorico y prdctico de letras de cambio |Madrid, 
1788], I, 292-93; Nueva recopilacién, Lib. V, Tit. 
XVIII, Ley XIV). Vigorous complaints against 
monopolies were voiced in the Cortes from 1594 to 
1617 (Actas, XVIII, 382-83, XX, 132-33, 231-38; 
XXI, 106, 584; XXIII, 405; XXVIII, 364, 544-45). 

63 Cf. Robert S. Smith, “Spanish Antimercantil- 
ism of the Seventeenth Century: Alberto Struzzi and 
Diego José Dormer,” Journal of Political Economy, 
XLVIII (1940), 402-3. Struzzi’s memorandum was 
sent to Count-Duke Olivares, the favorite of Philip 
IV, who was running the government. 
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better to relieve the distress of the royal 
treasury by a tax of 1 real a fanega on 
wheat, or one-eighteenth of the ceiling 
price—which would be increased by this 
amount, thus shifting the burden onto 
consumers—than to depend upon the 
banks. To combat usury, Struzzi advo- 
cated pawnshops, but not as adjuncts to 
banks. As in Flanders, licensed pawn- 
shops should be established with loan 
funds obtained directly from the invest- 
ing public. 

On February 2, 1624, the Cortes grant- 
ed the king a tax levy on the condition 
that he would promise to finance the 
banks and pawnshops with his own re- 
sources, without imposing any burden on 
his subjects, and would revoke the 
monopoly on loans. The king replied on 
February 17, 1624, that the decree 
founding banks and pawnshops was final 
and argued that the Cortes of 1598-1601 
had demanded it. On December 27, 1625, 
the deputies repeated their conditions; 
and on February 7, 1626, the king spe- 
cifically accepted them, thus abandoning 
his efforts to found the banks.* 

The prolonged discussion reflected the 
inability of the crown either to force the 
public to invest in the banks or to pro- 
vide them with adequate resources by 
any other means. No matter how logical 
the arguments of Struzzi may have ap- 
peared or how important the contest be- 
tween the king and the Cortes may have 
been in the constitutional history of 
Spain, they had no practical importance. 
A lack of funds, not political authority or 
economic reasoning, defeated the banks 
and pawnshops.” 

64 Biblioteca Nacional, MS 10,441, fols. 29-32, 
234-41. 

6s Actas, XXXVIII, 5-6, 43, 48, 125-26, 283-86, 
377, 379, 398, 410, 476; XL, 363-64, 400, 476-79; 
XLIII, 302; XLIV, 64-65, 231-33; Hibler, Wirt- 
schaftliche Bliite, pp. 138-40. 

6 Cf. Campomanes, op. cil., IV, 358. 
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The solemn engagement by the crown 
not to found banks with revenues voted 
by the Cortes for any other purpose or to 
endow them with exclusive privileges 
was soon broken. The overissued and 
overvalued vellon®’ coinage had driven 
gold and silver out of circulation in the 
country controlling the greater part of 
the world output, and the premium on 
gold and silver reached so per cent by the 
summer of 1626. The cost of living 
soared; and deflation, contemplated for 
several years, became imperative. The 
king lacked the means to compensate the 
holders of fractional money and lacked 
the courage to deflate without compensa- 
tion. Hence he relied upon Italian bank- 
ers to help rehabilitate the vellon coinage 
gradually and painlessly. After several 
years of deliberation by ministers and 
financial advisers, on March 27, 1627, a 
banking company (diputaciones) was 
chartered to contract the fractional cur- 
rency without loss or injury to anyone. 
In the beginning the company was to 
have banks in Madrid, Seville, Granada, 
Cordova, Toledo, Valladolid, Murcia, 
Segovia, Cuenca, and Salamanca. Banks 
might be established elsewhere when 
needed. Control was vested in a board of 
governors named in the charter. All eight 
of the governors were Italians;®* and, 
subject to the approval of the others, 
each would be succeeded by an heir. The 
government would control major policies 
through a special committee of six, large- 


*? There were two types: coins of copper with a 
small admixture of silver and those of pure copper, 
Struck after 1598. In the seventeenth century the 
weight and bulk of these coins greatly impeded 
commerce. 


_ * Octavo Centurién, Carlos Trata, Vicencio 
Esquarcasigo, Luis Espinola, Antonio Balvi, 
Lelio Imbrea, Pablo Justiniano, and Juan Gerénimo 
Espinola (Archivo del Ayuntamiento, Madrid, 
Moneda, 2-159-153). 





ly interministerial in character,®® and ap- 
point a comptroller for each bank. There 
was no paid-up capital at the outset, but 
the crown assigned the company 100,000 
ducats a year from the 500,000 ducats 
voted by the Cortes in 1626 plus the in- 
determinate revenue from a special sub- 
sidy (donativo).”° The Italian governors 
were expected to furnish only business 
experience and financial wisdom.” 

The banks assumed extensive and la- 
borious duties in the deflation of the 
fractional coinage.” To cover operating 
costs and earn profits for the Italian gov- 
ernors and the crown, the banks were al- 
lowed 10 per cent of the taxes and fees 
they collected and were authorized 
(1) to receive demand deposits without 


6? The committee, appointed on April 17, 1627, 
had two representatives of the Council of Castile, 
one of the finance ministry, one of the ministry of 
war, the royal chaplain, and a member of the board 
of governors of the company (Kress Library, 
Harvard Business School [hereafter abbreviated as 
“Kress Library”], Item 434). 


7° The crown was to recover its capital upon the 
expiration of the charter in four years and to re- 
ceive two-thirds of the profits. The governors would 
share the remaining third equally. In case losses 
were incurred, the royal treasury would become 
liable for a special assessment to cover two-thirds. 
The governors were legally responsible for the other 
third, but no investment guaranteed their liability. 


7 Archivo del Ayuntamiento, Madrid, Moneda, 
2-15§9-149, 2-159-152, 2-159-153; Actas, XLV, 431- 
34- 

7 They were to accept deposits in vellon and to 
repay 80 per cent in silver four years later, with 5 
per cent interest payable in vellon. Twenty per cent 
of this money was to be perforated to indicate a 
75 per cent reduction in denominational value. The 
banks must also collect vellon coins from the fol- 
lowing sources for 75 per cent deflation: (a) 2 per 
cent of the income from property and of the value 
of property sold; (6) 20 per cent of the revenue 
from the subsidy; (c) 25 per cent of all fines; and 
(d) 2 per cent of the vellon exchanged for gold or 
silver (under the supervision of one of the banks) 
at a premium above ro per cent—the legal maxi- 
mum in all other transactions. All receipts of vellon 
for tickets in the lottery conducted by the banks 
and 25 per cent of the profits on domestic exchange 
were also to be deflated by three-fourths. 
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interest and time deposits at 5 per cent; 
(2) to lend at 7 per cent; (3) to buy and 
sell government bonds; (4) to deal in 
foreign and domestic exchange; and 
(5) to conduct a lottery. Realizing the 
wildest dream of corporate promoters, 
they were also authorized “‘to engage in 
any business whatsoever that seems like- 
ly to prove profitable.” Furthermore, 
they were given an absolute monopoly” 
on mortgage loans (censos).74 

In the last three quarters of 1627 the 
premium on silver in terms of vellon fell 
by approximately a fourth in New Cas- 
tile and a third in Andalusia, the two re- 
gions in which seven of the ten banks 
were to be located. In Old Castile—Leon, 
a very large area which was to have only 
three banks—with one of them at 
Segovia, a very poor location near the 
border—the premium continued to rise 
but at a much slower rate. The deprecia- 
tion of vellon had been universally re- 
garded as the chief national problem in 
the last decade, and one cannot account 
for its rapid recovery in Andalusia and 
New Castile except in terms of the actual 
or anticipated operations of the banks.’5 
Nevertheless, they were intensely un- 
popular from their inception. On March 
27, 1627, the day the decree founding the 
banks was published, a substantial num- 
ber of deputies protested in the Cortes 
that it violated the condition, unequiv- 

73 To make sure it was absolute, notaries who 
drew up or notarized loan contracts were to lose 
their posts, pay heavy fines, and suffer exile. Each 
party to such a contract would also be subject to 
a heavy penalty, and lenders were warned that the 


contract would be void and the interest not legally 
collectible. 


74 Archivo del Ayuntamiento, Madrid, Moneda, 
2-159-152, 2-159-153; Actas, XLV, 462-63; Kress 
Library, Items 435-38. 


78 The only other discernible factor of importance 
was the increase in the willingness to hold vellon 
after the fears of drastic deflation were allayed by the 
gentle measures connected with the banks. 


ocally accepted by the crown, for the 
tax levy voted the previous year. The 
opposition continued with mounting 
fury. The deputies were not even de- 
terred by a peremptory order from the 
president of the Council of Castile on 
May 10, 1627, “not to attempt to ob- 
struct a law already made and promul- 
gated.”’ Equally ineffective was a threat 
to cut the denominational value of vellon 
drastically and without indemnification, 
“fas recommended by ministers and the- 
ologists and approved by the Pope,” if 
the “painless” deflation through the 
banks was prevented. The cities repre- 
sented in the Cortes also bombarded the 
deputies with letters of protest. Particu- 
larly bitter was the denunciation by both 
the cities and the deputies of (1) the ar- 
bitrary misuse of funds allocated for the 
banks’ capital, (2) the monopoly on 
mortgage loans, and (3) the “usurious” 
7 per cent interest rate, when “loan 
funds are available at less than 5 per 
cent.’’”° 

Greatest of all was the traditional and 
deep-seated objection to the control and 
operation of the banks by foreigners. For 
more than a century legislation had pro- 
hibited the licensing of aliens or even 
naturalized foreigners as bankers or deal- 
ers in foreign exchange, and the Cortes 
had persistently demanded enforcement 
of the statute.’? Since 1554 the licensed 


% Actas, XLV, 434, 447-48, 459-63; XLVI, 
14-16, 57-74, 140-41, 341-44, 372-73, 380, 392) 
398-090, 403-5; Hamilton, American Treasure, 
pp. 83, 96-97. 


77 When the king licensed the “public bank” 
of Agustin and Julio Spinola in 1602, to obtain 4 
loan of 170,000 ducats at 7 per cent that could not 
be secured otherwise, the Cortes violently objected 
on the ground that the Spfnolas were foreigners. 
On September 14, 1607, the deputies decided with- 
out a division to condition a tax levy on enforce- 
ment of the statute against foreign bankers; and 
on December 24, 1610, and on July 9, 1618, the 
Cortes again reminded the king of his obligation in 
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bankers operating in the fairs had been 
strictly forbidden “to trade, negotiate, or 
have anything to do with merchandise, 
companies, or any other business except 
banking.”’® Hence the blanket authori- 
zation for the banking company to en- 
gage in any and every type of business 
was bound to prove obnoxious. 

The banks and pawnshops authorized 
by the decree of February 11, 1623, did 
have the redeeming virtue of aiming to 
wrest industry, commerce, foreign re- 
mittances, and contracts for government 
supplies from foreigners, whereas the 
banks set up in 1627 would deliver every 
aspect of economic life to foreigners. 
After sixteen months of intermittent de- 
bate and formal protest, on July 8, 1628, 
the Cortes conditioned a tax levy of 
eighteen million ducats upon a promise 
by the king to annul the charter of the 
banks, which still had almost three years 
to run. Since Philip had had to issue a 
decree on January 31, 1627, suspending 
payments on all funded and unfunded 
debts’ and the treasury was still empty, 
he formally accepted this condition on 
July 15, 1628. Three weeks later he re- 
pealed almost all the taxes and fees col- 
lected by the banks, thus undermining 
public confidence and obstructing nor- 
mal operations. But the Cortes urged the 
king, on August 28, to abolish the re- 
maining taxes and cancel all the privi- 
leges of the company. On February 9, 
1629, Philip granted their request.*° 
this respect (Actas, XX, 132-33, 163-64, 228, 231- 
38; XXI, 106; XXII, 442; XXIII, 405; XXVI, 284; 
XXXII, 39). 

* Nueva recopilacién, Lib. V, Tit. XVIII, Leyes 
VI, XII; Actas, XXIII, 405-6; Suarez y Nufiez, 
op. cit., I, 2900. 

* Except those due the heirs of Mark and Chris- 
topher Fugger (Kress Library, Item 440). 

* Biblioteca Nacional, Varios, 1-60-77; Actas, 
XLVII, 44, 54-55, 85, 141-42; XLVIII, 20-23, 
73-77; Kress Library, Item 455; Ehrenberg, of. cit., 
Il, 261-62; AS, Contadurias generales: Razon, 277. 


Of this short-lived experiment few 
traces seem to remain. But, unlike the 
banks and pawnshops of 1623, the bank- 
ing company of 1627 was not stillborn. 
On May 1 and 5, 1627, the company an- 
nounced the first lottery at Madrid, to be 
drawn on July 25. On July 19, 1628, the 
city of Salamanca protested to the Cortes 
that the remittance to Madrid of 100,000 
reals collected by the bank there had 
precipitated a severe crisis.** 

No other attempt by the government 
to establish a national bank or banking 
system in the next hundred and fifty 
years has come to light. But projects 
were not wanting. Let us return to the 
realm of ideas. 


IV 


The prospects of founding national 
banks under the decrees of 1623 and 1627 
were never bright enough to discourage 
projectors. In fact, during the monetary 
disorder and financial difficulties of the 
1620’s schemes flourished as never be- 
fore. 

On May 20, 1623, the accountant 
Antonio de Rojas presented plans for the 
relief of distress and for economic re- 
covery to Count-Duke Olivares, the 
powerful favorite of Philip IV, and the 
Council of State (Consejo de Estado). 
After attributing the prevailing distress 
to Spain’s failure to retain American 
treasure (in typical mercantilist fashion), 
he turned to “means of remedying the 
necessities of the crown.” The first meth- 
od was a voluntary subscription, with 
moral pressure upon slackers. The second 
method was to found banks. “That the 
banks will be most useful no one with 
good judgment can deny... for their 
purpose is to transfer to the public 
the earnings on loans by the rich to 


8: Actas, XLVI, 119-20; Kress Library, Items 
433, 443- 
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’ 


the poor.” The only valid objection 
was the difficulty in founding them 
“when the kingdom is so poor and 
the estates of those reputed to be rich 
are so encumbered.’’ Resources to set 
up the banks might not be obtain- 
able; and, if established, the institutions 
might fail through inability to collect 
their loans. Hence Rojas thought the 
crown should postpone action until 
(1) the voluntary contribution had re- 
lieved public finance, (2) vellon deflation 
had restored monetary stability, and 
(3) business had improved. When insti- 
tuted, the banks would pay 5 per cent in- 
terest on time deposits and lend at 6. The 
wider margin recommended by Valle de 
la Cerda and his followers would induce 
lenders and borrowers to deal directly 
with each other.™ 

Unlike Rojas, Gerénimo de Zevallos 
argued in 1623 that Spain should estab- 
lish a national bank, presumably with 
branches, without delay.* “If it is used 
in Spain as in Italy and other places, 
exorbitant rates for domestic exchange, 
usury, and bank failures will cease.” 
Since ‘“‘experience has demonstrated the 
utility of banks wherever they have oper- 
ated,” the important question was not 
whether Spain should have a bank but 
when it should be established and how 
the means might be secured. Like Al- 
berto Struzzi and the great majority of 
the deputies in the Cortes, Zevallos 
strongly opposed the registration of the 
property of the rich and the compulsory 
investment of a twentieth in perpetual 
annuities of the bank, as stipulated in the 
decree of February 11, 1623. This would 
injure the credit of the rich, stir up law- 
suits, and stimulate the concealment of 
property. Nevertheless, he would secure 

% AH, Papeles de Jesuitas, Tomo 93, No. 87. 


83 Arte real para el buen govierno de los reyes y 
principes (Toledo, 1623), fols. 29-32. 


capital almost altogether by the forced 
investment of certain percentages of in- 
heritances.*4 

In a scheme submitted to the Cortes 
on January 9, 1624, Juan de Ubina, sec- 
retary to Prince Manuel Philibert, fol- 
lowed Zevallos in taking the utility of 
national banks for granted and concen- 
trating on the means. Owned and oper- 
ated by the crown, the banks would be 
supplied with capital in advance by a 
special tax of 2-2} per cent upon grain, 
vegetables, livestock, and all other types 
of food produced on farms. Since the 
public regarded the recent increases in 
the sales tax as a major factor in the 
sharp rise in the cost of living, the Cortes 
quickly rejected Ubina’s proposal as “un- 
workable and not beneficial either to the 
king or his vassals.’’*s 

When the imports of silver from the 
New World began to decline at the turn 
of the century, Tomds Cardona and 
others advocated devaluation of the 
silver coinage to offset the impact of ris- 
ing costs, during the Price Revolution, on 
mining in America and to stimulate ex- 
ports from Spain through exchange de- 
preciation. In an undated pamphlet,” 
apparently written between 1622 and 
August 7, 1628,°7 an anonymous author 

84Sempere y Guarinos, op. cit., III, ‘“Gerénimo 
de Zevallos,” iii-x. The bank would hold without 
interest all sums deposited on judicial order and 
money saved by the church through offices re- 
maining vacant less than six months. It would 
have a monopoly on the administration of funds 


belonging to minors, but fees would be limited to 
the customary amounts (op. cit., fol. 32). 


8s Actas, XL, 270-71. 


8 Entitled ‘Como se ha de convertir el crecimi- 
ento de la plata en el consumo del vellén y fundacién 
de los erarios: Qued4ndose todo entero para los 
sefiores de la plata” (Kress Library, Item 371). 


$7 The author stated that the premium on silver 
in terms of vellon “‘today is 5-6 per cent” (fol. 6), 
the rate that prevailed in 1622. The death penalty 
for smuggling vellon into Spain, mentioned by the 
author (fol. 3), was established on October 14, 1624. 
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championed devaluation of silver on the 
ground that. it would provide capital for 
banks, which in turn would implement 
the long-sought deflation of vellon 
money.** The vellon in circulation would 
be demonetized and exchanged in the 
banks for 5 per cent redeemable annui- 
ties. The new vellon would enter circula- 
tion through bank loans. The anonymous 
pamphleteer suggested that the banks 
should farm the royal taxes. Although 
the perfect security offered by the banks 
would attract all the private demand de- 
posits, they should have an exclusive 
right to hold them. They would also have 
a monopoly on mortgage loans. The pub- 
lic contractors and other creditors usuri- 
ously oppressing the crown were operat- 
ing on borrowed money. Until the na- 
tional debt was liquidated through profits 
from the banks, they could obtain these 
funds for the royal treasury at the source 
for a small fraction of the current cost.*® 

In 1629 Alonso Carranza, a militant 
disciple of Tomas Cardona, argued that 
a 25 per cent increase in the mint price of 





The author discussed the general belief that vellon 
should be deflated by three-fourths (fol. 3), a step 
taken on August 7, 1628. Hence it seems that the 
pamphlet was begun in 1622 and either finished or 
revised between October 14, 1624, and August 7, 
1628. 


* Devaluation of silver by coining money and 
plate into lighter reals would yield a net profit of 
ten million ducats. Holders of silver would receive in 
light coins its value in terms of the old real. The 
ten million ducats of profits would be turned over 
to the banks and the owners of the silver paid their 
equivalent in 3 per cent perpetual annuities to com- 
pensate for the expected rise in prices. But the 
author argued that any increase in prices that 
might result from silver devaluation would be more 
than counterbalanced by vellon deflation. Hence 
the net result of the currency reform would be a 
decline in prices. With the ten million ducats in 
Silver the banks would have fifteen million ducats 
of new vellon struck. This would provide capital for 
a bank, owned and administered by the crown, in 
each of the 119 sales-tax districts. 


* Kress Library, Item 371, fols. 1-8. 


silver would finally solve the problem of 
providing capital for banks and pawn- 
shops. Profits on their operations would 
supply means for all the remittances to 
Italy and Flanders for the Thirty Years’ 
War, then in full fury, and also solve the 
technical difficulties in making the trans- 
fer. The extortionate charges of the alien 
contractors who supplied materials and 
remitted funds to Italy and Flanders 
would no longer exhaust Spanish re- 
sources.*° 

In his Comservacién de monarqutas, 
published in 1626, Pedro Fernandez 
Navarrete, one of the two or three lead- 
ing Spanish economists in the first half of 
the seventeenth century, added his great 
name to the advocates of banks. He not 
only agreed with earlier projectors that a 
large initial capital was not essential but 
regarded it as undesirable. Great re- 
sources could be secured in advance only 
through compulsory investment, and 
this would stir up violent discord. In 
view of the trouble overcapitalization 
was destined to cause the Bank of Spain 
at the end of the following century, it is 
interesting to note that Fernandez 
Navarrete pointed out that “if the banks 
were founded with heavy capital, they 
would run the risk of great losses.”” Obvi- 
ously there would not be a large demand 
for loans in the beginning. A monopoly 
on mortgage loans would compel the rich 
to deposit their funds in the banks on 
interest and the industrious poor to go 
there to borrow. These deposits and the 
forced investment of all entails and en- 
dowments either in land or in time cer- 
tificates from the banks would guaran- 
tee the small initial capital Fernandez 
Navarrete regarded as optimum.” 


9° Alonso Carranza, El Ajustamiento i proporcién 
de las monedas de oro, plata, i cobre (Madrid, 1629), 
pp. 316-22. 

9* Conservacién de monarquias (Madrid, 1792 ed.), 


PP. 104-5. 
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On July 16, 1627, Francisco de 
Pefialosa, of Alcala de Henares, read a 
plan in the Cortes “for the deflation of 
vellon without injury to anyone and with 
great benefit to the public,” which in- 
volved advanced ideas for his day. After 
denouncing the plan in operation for the 
contraction of vellon through the Italian 
banking company as “slow, unsatisfac- 
tory, and disturbing,” Pefialosa proposed 
deflation by 75 per cent at one stroke. To 
avoid a collapse of prices, (1) the holders 
of two hundred reals or less should be in- 
demnified for their nominal loss in cash 
out of a special fund of two million 
ducats borrowed for the purpose, and 
(2) the owners of larger sums should be 
compensated with special notes—‘ to cir- 
culate as money’’—issued by local gov- 
ernments and made legal tender in all 
wholesale transactions by royal decree. 
“Today more notes than money circu- 
late among businessmen,” and _ neces- 
sarily this kind of money will be ac- 
ceptable in trade.” The notes would 
be gradually redeemed through the pro- 
ceeds of a special tax of four mara- 
vedis a pound on meat, fish, soap, 
and candles. Since the decline in prices 
resulting from deflation would more 
than counterbalance the tax, it would 
be painless.*? In view of the severe 
crisis precipitated by the sudden defla- 
tion of vellon by one-half on August 7, 
1628, without filling the void, what a 
pity it is that neither the Cortes nor the 
crown recognized the merit of Pefialosa’s 
scheme! It is still more tragic that Eng- 
land did not have the wisdom to formu- 
late and adopt some similar device, in 
1696, instead of withdrawing silver 
money from circulation for recoinage 





% Presumably the ‘“‘notes” were bills of ex- 
change, for notes of private banks were hardly cir- 
culating on a large scale. 


% Actas, XLVI, 88-92, 355. 
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long before a substantial portion of new 
money could refill the channels of trade.% 
Suspension by the Bank of England and 
panic in the City of London would have 
been avoided. 

In the 1630’s and 1640’s orgies of infla- 
tion and deflation shook Spain to its 
foundation, and in the latter decade 
wars abroad and revolutions both at 
home and in the European dominions 
strained royal finance to the breaking- 
point. The country was sinking deeper 
and deeper into the mire of economic 
decadence. Yet, curiously, economists 
neglected this opportunity to promote 
banks as agencies for monetary reform, 
budgetary relief, and economic rehabili- 
tation. 

In his Memorial en razén del remedio 
de la des poblacién, pobreza, y esterilidad de 
Espafia ... published in 1650, Fran- 
cisco Martinez Mata proposed the most 
active and daring, if not reckless, bank- 
ing project yet advanced in Spain. Fol- 
lowing his predecessors, he argued 
(1) that the royal banks would quickly 
liquidate most of the national debt and 
refund the remainder on favorable terms 
and (2) that profits on the venture would 
permit the abolition of all national taxes 
of every description except the ordinary 
sales tax (alcabala).% Then he broke new 
ground. Located in the conventional 119 
sales-tax districts, the banks would fur- 
nish accurate reports on grain harvests 

%4 Hamilton, American Treasure, pp. 83, 218; 
J. H. Clapham, Bank of England (Cambridge, 
1944), I, 35-50; W. R. Scott, The Constitution and 


Finance of English, Scottish and Irish Joint-Stock 
Companies to 1720, III (Cambridge, 1911), 208 ff. 


% And reprinted by Campomanes, op. cit., IV, 
1-418. 

* The elimination of the supplementary sales 
tax (millones) alone would permit the discharge of 
150,000 government employees. But no unemploy- 
ment would result, for the great expansion of indus- 
try and trade induced by the banks would quickly 
absorb the displaced workers. 
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and thus make it possible to draw upon 
regions with a surplus to relieve dearth 
in other areas. Whenever there was a 
national deficiency, the banks would im- 
port grain—‘‘at their risk and for their 
profit”—from Naples, Sicily, and Sar- 
dinia. “Since industrialists will obtain 
money from the banks to buy and fabri- 
cate raw materials . . . the moribund in- 
dustries will revive instantaneously.” 
The banks would take over the sales of 
manufactures, thus recovering the prin- 
cipal and collecting the interest on loans. 
As fast as collections permitted, new ad- 
vances would benefit industrial enter- 
prise. ‘Who can doubt that this is the 
only method to restore commerce, popu- 
lation, royal revenues, and private in- 
come?”’9? 

If the individual or corporate owners 
of idle land and mineral resources did not 
borrow from the banks to improve and 
utilize them, the estates and mines would 
be turned over to the banks for rehabili- 
tation and exploitation. Bolder still was 
the requirement that the banks must 
send engineers and other experts to ex- 
amine “the fountains, streams, and rivers 
that can be used for irrigation and are 
not being used.” Then the banks might 
force the municipalities where the irriga- 
tion sources were located to draw money 
from their treasuries or borrow it from 
the banks to construct irrigation works. 
If they failed to do so, the banks might 
have the work done at their expense “and 
enjoy forever all the improvements the 
land derives from irrigation.” 

The banks would be used to tighten 
the loopholes in the mercantilist legisla- 
tion, nominally in force since the days of 


: * Francisco Martinez Mata, “Memorial,” in 
Campomanes, op. cit., IV, 342-48, 352-57; Hamil- 
ton, American Treasure, pp. 84-87, 98-101. 


* Martinez Mata, “‘Memorial,” in Campomanes, 
op. cit., IV, 349-50. 





Ferdinand and Isabella, requiring the 
exportation of Spanish goods in payment 
for all imports. Merchandise brought 
into Spain would have to be inspected 
and registered, and the containers sealed, 
by an officer of the bank in the district 
where the port of entry was located. 
Sales would take place exclusively in the 
customs-house, “with an officer of the 
bank present to count, inspect, and ex- 
amine the goods piece by piece.” Pay- 
ment for the imports might be made only 
by a deposit in the bank, to be blocked 
until a draft was purchased from the 
bank to pay for exports from Spain. Thus 
Martinez Mata hoped to realize the age- 
old mercantilist dream of retaining the 
imports of treasure from Mexico and 
Peru. This policy, and no other, could 
revive Spanish industry.” 

Without enjoying a legal monopoly, 
the banks would hold all private de- 
posits and handle all domestic exchange. 
But Martinez Mata knew they could not 
play the dynamic role in the national 
economy he envisaged without heavy 
capital. Possibly because investments in 
such undertakings as irrigation works, 
mining, and grain trading would entail 
great risks, he recognized that time de- 
posits costing almost as much contrac- 
tual interest as they yielded would not 
suffice. Except for such donations as 
commemorative inscriptions and plaques 
would call forth, the capital would be se- 
cured by taxation. A stamp tax on 
(1) contracts filed in civil registers or 
with notaries, (2) papers in civil or 
criminal procedures, and (3) orders for 
the release of prisoners would bring in 
two million ducats a year. Using their 
shockingly arbitrary power, judges would 


% Hamilton, “Spanish Mercantilism before 
1700,” op. cit., p. 222; Martinez Mata, ‘‘Memorial,” 
in Campomanes, op. cit., IV, 413-18; Nueva recopi- 
lacién, Lib. VI, Tit. XVIII, Leyes X, LXI. 











154 EARL J. HAMILTON 


“add to fines whatever their consciences 
dictated to provide capital for the 
banks.” To end the injuries to Spanish 
economic life by foreigners'®® and to 
raise capital for the banks, immediately 
after they were organized they would 
compile a complete list of the foreigners 
and of their wealth in Castile and the 
American colonies for discriminatory 
taxation." A special poll tax on the 
aliens would yield three million ducats a 
year, and they would be forced either to 
invest all their wealth in 3 per cent per- 
petual annuities from the banks or to pay 
an additional property tax of 5 per cent 
a year.'” “Since Spain is so useful to 
foreigners and they are so injurious to 
Spain,” they should cheerfully bear dis- 
criminatory taxes to provide capital for 
banks, to put themselves out of busi- 
ness !*°3 

In spite of wars and acute monetary 
disorder more than half the time, 
strained public finance all the time, and 
the lowest ebb of Spanish economic life 
in modern times, there was a lull in bank- 
ing schemes during the second half of the 
seventeenth century. But at least three 
plans worth examining were published.’ 

10° Martinez Mata gives an interesting but prolix 
account of how the Genoese had ‘‘destroyed Spain” 
by monopolizing her trade, lending money at 
usurious rates, and even infiltrating the Council 


on Finance (‘“‘Memorial,” in Campomanes, of. cit., 
IV, 351, 366-402). 


tot All royal officials would be instructed to co- 
operate with the banks in ferreting out every for- 
eigner and locating all his property (#bid., p. 430). 


12 Expected to provide two million ducats a 
year (ibid., p. 404). Hence foreign investments in 
Castile and the American colonies were estimated 
at forty million ducats or about fifty-five million 
dollars in United States currency. 

193 Tbid., pp. 403-13, 429-30. 

14 Manuel Colmeiro tells us (Historia de la 
economia politica en Espatia (Madrid, 1862], II, 
507) that in his Memorial sobre el amparo de la real 
cabana (s.1., 1667) Juan Alejandro Castillejo advo- 
cated a bank to revive animal husbandry. But Col- 





At the very end of his long reign 
Philip IV suddenly regained interest in 
the banks and pawnshops he had en- 
deavored to establish forty-one years be- 
fore. In an undated Memorial al rey sobre 
la fundacién de los erarios y montes de 
piedad,*’s Jacinto Pascual de Azpeitia’® 
stated that on April 15, 1663, and again 
on July 27, 1665, Philip IV sent him his 
decree of February 11, 1623, providing 
for the establishment of banks and pawn- 
shops and “charged me with devising the 
most efficacious means of founding 
them.” But Pascual de Azpeitia could 
devise no better plan than an issue of 
paper money to pay off all the public and 
private debts in the kingdom, with 
enough left over “‘to feed the poor wher- 
ever they want to be” and to finance the 
banks and pawnshops."®”’ Fortunately, 
economic conditions were not hopeless 
enough, or the government weak enough, 
for such a scheme to triumph. 

On August 9, 1668, Juan de Castro, 
the Dominican friar who had represented 
the Genoese businessmen Domingo Gri- 
llo and Ambrosio Lomelin in their negoti- 
ation of a contract, on May 1, 1663, for 
a monopoly on the importation of slaves 
into the Hispanic colonies of the New 
World,’® presented a preliminary plan 
for economic regeneration through the 
foundation of a bank and auxiliary pawn- 
shop in each of the 119 sales-tax dis- 


meiro gives no information as to the nature of the 
scheme, and I have been unable to find Castillejo’s 
plan in either manuscript or printed form. 


ts §. J. The pamphlet is only six pages long. In- 
ternal evidence suggests that it may not have been 
published until about 1679. 

1 Who described himself as agent-general for 
the military orders. 

7 AH, Papeles Varios de Jesuitas, Tomo 
LXXIV, No. 27. 

*°8 Georges Scelle, Histoire politique de la traile 
négriére aux Indes de Castille (Paris, 1906), |, 
496-5 24. 
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tricts. After a careful examination and 
tentative approval by a royal commis- 
sion of merchants and ministers had 
cleared the way, in 1669 Castro present- 
ed his definitive scheme.'*? The banks 
would be owned and operated™® by the 
municipalities where they were located, 
and their combined capital would be 
twenty million pesos. But Castro failed 
to indicate how such a sum could be 
raised immediately after a war with 
Louis XIV, in a period of chronic de- 
cadence and political uncertainty, when 
the government had failed—under much 
better conditions in the first quarter of 
the century—to obtain a small fraction 
of this capital to found banks. The cities 
would also purchase and operate enough 
muslin, woolen, and silk looms not only 
to supply Spain and America but to 
leave a surplus for exportation to other 
countries in Europe. A duty of 6 per cent 
on the goods sent to the Indies would 
cover all the expense of government and 
permit the abolition of all other taxes. 
The banks would lend the municipalities 
and private enterprisers in the textile 
industry the funds required to purchase 
raw materials and pay wages. They 
would also buy the finished products for 
sale at home and exportation to America. 
Anticipating John Law,™ Castro argued 
that bank loans to pay wages to the un- 
employed would provide work for all of 
them. 


°° Memoriales para el entero conocimiento de la 
causa que destruye y acaba la monarquia de Espatta 
(sJ.), a pamphlet of forty-eight folios, abstracted in 
Sempere y Guarinos, op. cit., III, ecxcii-cccxii. 

_"* Each bank would be administered by a com- 
mittee of four citizens selected by lot by the city 
council, with each committeeman drawing 1,500 
pesos a year for himself and his clerks. No provision 
was made for co-ordinating the activities of the 119 
banks. 

'* Earl J. Hamilton, “Prices and Wages in 
Southern France under John Law’s System,” 
Economic History Supplement to the Economic 
Journal, III (1937), 441-61. 





The banks in seaports would also im- 
port half the colonial products brought 
from the New World and (as a public 
service, without profit) send to banks in 
the interior the colonial produce needed 
in their areas. The banks would export 
the remainder to Flanders and Italy," 
and the returns would supply the crown 
with all the external resources needed in 
war or peace. The banks would lend to 
farmers and graziers without interest and 
would buy meat and grain to supply their 
municipalities at cost. By collecting fifty 
pesos from each parish, the banks would 
provide funds for constructing 39 vessels 
of 500 tons each year. In six years 234 
vessels, or 117,000 tons—as compared 
with some 50,000 tons in the entire 
Spanish merchant fleet and only about 
89,000 in the English***—would be added 
to the merchant marine." 

Castro’s banks would not issue notes, 
hold or transfer deposits, or deal in bul- 
lion or foreign exchange. In reality, they 
would have been a loose conglomeration 
of municipal corporations trading in 
grain, meat, textiles, and colonial prod- 
uce; collecting taxes; making industrial 
and agricultural loans out of their capi- 
tal; and transferring to the crown the re- 

™ An obvious imitation of the attempts by the 
king of Portugal to monopolize the distribution of 
spices in northern Europe (Earl J. Hamilton, “‘The 
Role of Monopoly in the Overseas Expansion and 
Colonial Trade of Europe before 1800,” American 
— Review, Proceedings, XXXVIII [1948], 
37-39)- 

3 A. P. Usher, “The Growth of English Ship- 
ping, 1572-1922,” Quarterly Journal of Economics, 
XLII (1927-28), 467; “Spanish Ships and Shipping 
in the Sixteenth and Seventeenth Centuries,” in 


Facts and Factors in Economic History (Cambridge, 
Mass., 1932), pp. 206-7. 


14 One of the principal inducements offered the 
Spanish government by Juan de Castro for con- 
ceding the monopoly of slave imports to Grillo 
and Lomelin was the obligation on their part to 
build vessels in Spain and America (José Veitia 
Linaje, Norte de la contratacién de las Indias (Seville, 
1672], Lib. i, p. 281). 














turns from the exports of colonial prod- 
ucts. Many business firms then exercised 
almost as many banking functions as 
Castro assigned his banks. In 1686 
Miguel Alvarez Osorio y Redin proposed 
compulsory loans of grain at 5 per cent 
interest in kind from rich to poor farmers 
and governmental advances of money 
raised by taxation (technically forced 
donations) to bring idle land under culti- 
vation,"5 but apparently this would be 
done without banks. 

No other banking projects have come 
to light for this half-century, during 
which they flourished like weeds in Eng- 


5 “Zelador General,” in Campomanes, of. cit., 
I, 271, 356-64. 
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land.”* The gradual development of say- 
ings-bank functions by the Five Greater 
Guilds, a gigantic mercantile organiza- 
tion established in 1686," doubtless dis- 
couraged projectors. But perhaps the 
chief deterrent was the realization at the 
end of the reign of Philip IV and 
throughout the reign of Charles IT (1665- 
1700), aptly characterized as “royal an- 
archy,” that the government was too 
weak and capital too scarce for any plan 
for national banks to succeed. 
UNIVERSITY OF CHICAGO 
6 Richards, op. cit., pp. 23 ff. 


™7 Eugenio Larruga, Memorias politicas y eco- 
némicas sobre los frutos, comercio, fdbricas y minas 
de Espatia, I (Madrid, 1787), 222-25. 
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FINANCIAL RESOURCES OF TRADE-UNIONS 





NATHAN BELFER 


URPRISINGLY little information is avail- 
S able on the financial assets of trade- 
unions. There are some data on dues, initi- 
ation fees, assessments levied by unions,’ 
and the salaries paid to union officials;? but 
material on the total assets of trade-unions 
is very scarce. The literature is limited to a 
few popular treatments of the subjects and 
to some general remarks on the financial 
power of unions.‘ There is no single, com- 
prehensive list of labor-union assets and li- 
abilities. 

Until quite recently, unions were under no 
obligation to disclose their financial situa- 
tion to anyone, including their own mem- 
bers. Indeed, some unions never published 
any financial statements; and others did so 
perfunctorily. Three lines in the annual con- 
vention proceedings of the Hod Carriers 
Union constituted a financial report cover- 
ing the activities of the previous thirty 
years. On the other hand, some unions— 
notably the I.L.G.W.U., the Steel Workers, 
the U.A.W., and some of the Railroad 
Brotherhoods—have published complete fi- 
nancial reports for a considerable period of 
time and have made them available to the 
public as well as to their own membership. 

Secrecy in regard to financial matters 


' Philip Taft, ‘Dues and Fees in Labor Unions,” 
Quarterly Journal of Economics, February, 1946; 
“How Much To Be a Union Man?” Business Week, 
August 17, 1940. 


* Taft, “Understanding Union Administration,” 
Harvard Business Review, winter, 1946, pp. 253-573 
C. Wright Mills, The New Men of Power (New York: 
Harcourt, Brace & Co., 1948), pp. 100-102. 


3“Top U.S. Labor Unions,” Life, May 31, 1948, 
pp. 80-81; John J. Daly, “How Rich Are the 
— Nation’s Business, November, 1945, pp. 
25 ff. 

‘Eli Ginzberg, The Labor Leader (New York: 
aioe Co., 1948), chap. vii: “The Power of the 

rse.” 
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may result, of course, from the desire of the 
unions to prevent the employers from gain- 
ing a true picture of their real strength. Few 
will seriously question the right of a union to 
secrecy in order to safeguard its bargaining 
position. Financial secrecy, however, can 
also cover up malfeasance on the part of 
some union officials as well as improper use 
of union funds. It is, therefore, not surpris- 
ing that there have been legislative efforts 
to force unions to disclose financial informa- 
tion. Such efforts may stem from a desire to 
weaken the over-all bargaining power of the 
union, but they may also serve to protect the 
rights and interests of union members. Ten 
states have required unions to file financial 
reports with the state labor department.’ 
The federal government has also intervened. 
Under the Internal Revenue Act of 1943, 
unions, as nonprofit institutions, were ex- 
empted from taxation under section ror. 
Under section 117@ of the Act, however, 
they were required to file with the Collector 
of Internal Revenue statements covering 
their gross income, receipts, and disburse- 
ments. These data, however, are confiden- 
tial and closed to the researcher. The Taft- 
Hartley Act of 1947 now requires unions to 
file financial reports with the Department of 
Labor and to make such information avail- 
able to its members upon request. But 
unions are under no compulsion to give this 
information to the public. 
In order to obtain comprehensive finan- 
cial information on unions, it was decided to 
write directly to the treasurers of the major 
national and international organizations 


5’ They are Alabama, Colorado, Florida, Idaho, 
Kansas, South Dakota, Texas, Massachusetts, 
North Dakota, and Delaware. For a listing of the 
provisions of these state laws see “State Laws Re- 
quiring Union Registration and Financial Reports,” 
Monthly Labor Review, June, 1947, pp. 152-56. 
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having headquarters in the United States. 
Florence Peterson lists 187 international and 
national unions in the United States.* Of 
these 187, the largest 107 were selected (gen- 
erally these were unions having a listed 
membership of twenty thousand or more). 
A letter was written to the treasurer of each 
national union requesting a copy of that 
union’s latest financial statement. Some 
unions responded quickly with copies of 
their financial reports. Others wrote that 
they did not make such information avail- 
able to the public. A few even expressed con- 
siderable annoyance and resentment at the 
request.’ A good many unions, however, did 














TABLE 1 

No. of No. of No. of He. of 

. . . . . Unions 
Unions | Financial | Financial as 

Which 

Ad- Reports | Reports Made No 

dressed | Received | Refused = 

Reply 
A. F. of L.. 55 31 3 21 
oo | ae 40 16 10 14 
ee : 12 6 4 2 
Total....| 107 53 17 37 

















not reply in any way. A second letter was 
sent to these, explaining the purpose of the 
request. The tabulation of the replies to 
these two mailings is of interest (Table 1). 
Almost 50 per cent of the unions polled vol- 
untarily supplied their financial statements, 
but it is unfortunate that approximately 
one-third failed to make any reply at all. 

On the whole, union balance sheets are 
simple. They do not borrow money very 
often and do not usually engage in commer- 
cial ventures. The major asset items are 
cash, government bonds, real estate, furni- 
ture, and fixtures.* The major liabilities are 

6 American Labor Unions (New York: Harper & 
Bros., 1945), P. 319. 

7 The treasurer of one union curtly suggested 
that the next time I write to a union I should in- 
close a stamped, self-addressed envelope if I wished 
any reply at all. 


* A few unions own hotels and rest homes. E.g., 
the Brotherhood of Locomotive Engineers owns the 
Park Lane Villa Hotel in Cleveland. The Brother- 
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bills outstanding and mortgages on property 
owned. Trade-union financial accounting is 
unsystematic and unstandardized.° 

In view of the lack of standardization in 
union accounting, it was decided that the 
simplest comparable item to compute for 
all unions was net worth—assets minus out- 
standing liabilities. The total net worth for 
the 53 unions for which it was possible to 
obtain balance sheets is estimated at $265 
million. This figure quite obviously cannot 
be used to represent the total net worth of 
American trade-unions. The 53 unions for 
which balance sheets were available had a 
total combined membership of slightly over 
ten million. American trade-unions have a 
membership of approximately fifteen mil- 
lion today. It would not be a sound statisti- 
cal procedure to say that, since the 53 unions 
have ten million members, or two-thirds the 
total organized trade-unionists, they also 
hold two-thirds the total assets of trade- 
unions. The reason for this will be discussed 
in greater detail below. 

This survey covered only 107 internation- 
al and national unions. It is estimated that 
there are sixty thousand local unions in the 
United States."® There is, at present, no es- 
timate available of the total net worth of 
these sixty thousand local unions. These 
locals file financial reports in their states, but 
their financial activities are not covered by 
the reports of the national body. It is inter- 


hood of Carpenters built a rest home in Lakeland, 
Florida, at a cost of $1,500,000. These real estate 
holdings are not large, however, in the total union 
finance picture. 


* There are some special technical features of 
trade-union accounting which it is not necessary to 
discuss in this article. For discussions of these tech- 
nical features see Robert H. Sexton, Local Union Ac- 
counting Procedures (“Industrial Relations Center, 
University of Minnesota, Technical Report Series,” 
No. 1 [Minneapolis, 1947]); Herman Volk, “Fi- 
nancial Statements of Trade Unions,” Journal of 
Accountancy, LXXIII, No. 2 (February, 1942), 
131-42, and “Trend toward Regulation of Labor 
Unions by Government Agencies,” ibid., LX XXIII, 
No. 3 (March, 1947), 208-13; Siemon L. Hamburger, 
“Background and Special Features of Trade Union 
Accounting,” Accounting Forum, December, 1949. 


t¢ Peterson, op. cit., p. 76. 
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esting to note that the locals and the joint 
boards of the I.L.G.W.U. have a greater 
combined net worth than does the parent 
international body. It is not even possible to 
arrive at a rough approximation of the net 
worth of the local unions. A popular writer 
on the subject says: “The local unions are by 
no means poor. According to the best infor- 
mation available, for every dollar the na- 
tional organization can produce, the locals 
have three or four—maybe five—more.”" 
Such a journalistic estimate may be of very 
limited value, but one can be certain that 
the locals hold at least as much as the na- 
tional bodies. In any case, the figure—$265 
million—is an underestimate of the total net 
worth of American trade-unions. A sound 
estimate can become possible only when the 
Bureau of Internal Revenue or the Depart- 
ment of Labor opens its files of union finan- 
cial reports to the public. 

One striking fact which emerges from a 
perusal of union balance sheets is that there 
is very little relation between the number of 
members a union claims and its total net 
worth. The U.A.W., with a membership of 
close to a million, had a net worth in 1948 
of only slightly more than $2 million. The 
Steel Workers, with a membership of nine 
hundred thousand, had a net worth of ap- 
proximately $5 million. On the other hand, 
the Railroad Conductors Independent, with 
a membership of 36,500, had a net worth of 
approximately $9 million. The Railway 
Trainmen Independent, with 216,000 mem- 
bers, had a net worth of close to $50 million. 
The wealth of a union would appear to de- 
pend more on its age and on the absence of 
strikes than on the number of membersit has. 
The older A.F. of L. unions and the Rail- 
road Brotherhoods are usually far wealthier 
per capita than are the newer C.I.O. unions. 
Because of the lack of correlation between 
the number of members in a union and its 
net worth, it would be statistically unsound 
to determine the net worth of all American 
trade-unions from the figure arrived at for 
the 53 unions representing about two-thirds 
of total organized labor. The distribution of 
"Daly, op. cit., p. 25. 





unions according to net worth is given in 
Table 2. 

There are only six unions in this survey 
which have a net worth of ten million dollars 
or more. On the other hand, twenty-five 
unions have a net worth of less than one 
million dollars. The median net worth for the 
group of 53 unions is $1,200,000. The aver- 
age per union is approximately $5 million. 
There is a degree of concentration in the net 
worth of trade-unions: 33 of the 53 unions 
surveyed had a combined net worth of 
$233.5 million, or about 88 per cent of the 
total net worth of $265 million. The five 
largest unions have a combined net worth 


TABLE 2 
NET WORTH OF FIFTY-THREE UNIONS, 1948 


Net Worth ow Sad 

Less than $50,000.............. 4 
$50,000-$99,909..........-.-55 6 
$100,000-$499,909.......-...-. 10 
$500,000-$999,9009...........-. 5 
$1,000,000-$2,999,999........-. 8 
$3,000,000-$4,999,909........-. 5 
$5,000,000 $7,999,909 Seeeeeeese 7 
$8,000,000-$9,909,90090.......... 2 
$10,000,000-$19,999,9909........ 3 
$20,000,000-$49,909,9090...--.-. 2 
Over Gencaeeo.............. % 

MEL Sc wrakdswhaepaseunade 53 


of $162 million, or about 61 per cent of the 
total net worth for the entire group. 

The major purpose of this study was to 
determine the total wealth of American 
unions. Some supplementary financial in- 
formation which may be of interest is also 
available. The total annual receipts and 
disbursements of the unions is rather high. 
In 1943, 28,638 labor organizations which 
reported to the Bureau of Internal Revenue 
indicated that they had a gross income of 
$389,700,000 and disbursements of $323,- 
400,000 for the year.” Approximately go per 
cent of the gross income of the unions came 
from dues, fees, and special assessments 

™ Bureau of Internal Revenue, Supplement to 


Statistics of Income for 1943, Part 2: Organizations 
Exempt from Tax, p. 36. 
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paid by union members. The remainder of 
the gross income came from gifts, dividends, 
interest, rents, and miscellaneous receipts. 
The great bulk of disbursements took the 
form of operating expenses and per capita 
taxes paid to affiliated organizations. In 
1943, $25 million was paid to union members 
for death, sick, disability, unemployment, 
and pension benefits by the 28,638 union or- 
ganizations reporting to the Bureau of In- 
ternal Revenue. This figure may understate 
the total benefit payments by unions to 
their membership. In 1946 the A.F. of L. 
estimates that the national unions affiliated 
with it paid out $52 million in benefits to 
their members.*3 

The life insurance activities of the unions 
have assumed considerable proportions. The 
unions have frequently been forced into this 
field because the commercial life insurance 
companies absolutely refused to insure 
workers in occupations considered hazard- 
ous. In 1900 the Brotherhood of Railroad 
Trainmen had $44 million of life insurance in 
force. By 1925, $350 million in life insurance 
was held by its members. Various other 
unions also operate large life insurance and 
death-benefit funds. The Union Labor Life 
Insurance Company, established in 1925 by 
the A.F. of L., writes group insurance poli- 
cies for unions as well as individual policies 
for the members. 

I can only mention the welfare funds es- 
tablished by employer contributions. Such 
employer payments are usually a certain per- 
centage of the annual pay roll or a set sum 
per unit of output. The I.L.G.W.U. fund, 
financed by a 3 per cent pay-roll contribu- 
tion by the employers, amounted to approxi- 
mately $23 million on January 1, 1947." 
Other unions which have succeeded in es- 


"i American Federation of Labor, Report of the 
Sixty-sixth Annual Convention, 1947, p. 70. A com- 
plete tabulation of benefit payments by A.F. of L. 
unions and the Railroad Brotherhoods for the years 
1928-43 can be found in Peterson, of. cit., p. 185. 


"4 Ginzberg, op. cit., p. 79. 
*s Adolph Held, “Health and Welfare Funds in 


the Needle Trades,” Industrial and Labor Relations 
Review, I (January, 1948), 259 
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tablishing welfare funds are the Mine Work- 
ers, Musicians, Amalgamated Clothing 
Workers, Textile Workers, and the Uphol- 
sterers.’® One of the issues of the teamsters’ 
strike in New York, September, 1948, was 
the union demand for an employer financed 
welfare fund. 

It is obvious that the number and size of 
such welfare funds will grow in the future as 
the unions continue to clamor for them. 
These combined funds can easily reach hun- 
dreds of millions of dollars within the next 
few years. The Taft-Hartley Law imposed 
numerous restrictions on the administration 
and distribution of assets from such welfare 
funds. 

This brief survey of the net worth and 
other financial aspects of unionism should 
indicate that American unions have gone far 
since the turn of the century. In 1900 many 
of the unions were too poor and weak to 
survive a prolonged strike. Today, a good 
many of the unions have substantial re- 
sources. They can pay considerable benefits 
to their members, and they can also contrib- 
ute substantial sums to the organization of 
new unions. Some unions have made hand- 
some donations to various political and 
philanthropic campaigns. Indeed, in some 
industries, such as women’s clothing, the 
union is considerably stronger than any in- 
dividual employer. 

Numerous writers, including those who 
are, on the whole, sympathetic to the labor 
movement, recognize that unions must be 
more aware of their public responsibilities.” 
It is obvious that the administration of the 
treasuries which unions today hold is a dis- 
tinct challenge to union leadership. At one 
time the union movement was small and its 


16 For a report on union welfare funds see “Royal- 
ties, Taxes, and Assessments,” Labor and Nation, 
August, 1945, Part 2. 


17 E.g., Sumner H. Schlichter, The Challenge of 
Industrial Relations (New York: Cornell University 
Press, 1947); Benjamin M. Selekman, Labor Rela- 
tions and Human Relations (New York: McGraw- 
Hill Book Co., 1947); Joel Seidman, Union Rights 
and Union Duties (New York: Harcourt, Brace & 
Co., 1943); Sidney Schulman, “Planning Union Fi- 
nances,” Labor and Nation, June, 1946, pp. 42-44- 
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finances meager. Simple financial records 
were quite sufficient. Today, however, the 
national unions and the locals are handling 
enormous sums of money. The keeping of 
sound financial accounts by these organiza- 
tions is a matter of public concern."* The na- 
tional unions must insist that the locals 
adopt sound budgetary controls over their 
income and expenditures. To eliminate 
waste and dishonesty, standardized and sys- 
tematic accounting procedures must be in- 
troduced. 

Considerable pressure has been exerted to 
force unions to open their books and perhaps 
to incorporate. The alert and responsible 
unions must anticipate this eventuality by 
themselves insisting that the national and 
local unions follow careful financial proce- 
dures. They must see that their money goes 
for legitimate union purposes and that it is 
spent wisely. Otherwise the membership will 
not receive the greatest possible return for 
each dollar it has contributed. Legislation 
and hostile public opinion are forcing busi- 

‘8 For an elaboration of this point see Theresa 
Wolfson, “Union Finances and Elections,” Annals 


of the American Academy of Political and Social 
Sciences, CCXLVII (November, 1946), 31-38. 
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ness to recognize public responsibilities and 
to be careful in its public relations. Many 
corporations keep their stockholders and 
employees regularly informed as to the fi- 
nancial situation of the business. Unions 
must be equally farsighted in their public 
relations programs and must be willing to 
clean house financially if they are to secure 
widespread public support and avoid further 
restrictive governmental regulation. Al- 
though unions have the problem of self-regu- 
lation, it is well to recall that the average net 
worth of the unions in this survey is only $5 
million. This is very small compared to other 
tax-exempt organizations such as universi- 
ties, philanthropic foundations, religious or- 
ganizations, community trusts, and private 
benevolent institutions. There is no general 
clamor to regulate these institutions because 
the public is convinced that they render a 
real public service disinterestedly and hon- 
estly. If the unions wish to enjoy similar 
liberty and public confidence, they must 
give assurance that they are operating with 
equal efficiency and honesty in the public 
interest. 


BROOKLYN COLLEGE 














TOWARD A NEW THEORY OF MONETARY SOVEREIGNTY 


KENNETH K. KURIHARA 


HE theory of monetary sovereignty, 

which Irving Fisher in this country and 
J. M. Keynes in England developed in reac- 
tion against the international gold standard, 
served the purpose for which it was intend- 
ed; namely, that of providing a theoretical 
basis for national monetary measures to 
avoid or minimize the impact of depressions 
in other countries. But the theory can no 
longer survive in its old form, since it has 
again become possible for nations to co- 
operate in monetary and other matters for 
the common objectives of full employment 
and multilateral trade. Toward the develop- 
ment of a more appropriate theory of mone- 
tary sovereignty the following pages are 
directed. 


I. THE SPECIALIZATION VERSUS 
PAYMENT APPROACH 


The classical theory of international 
trade was essentially concerned with the 
optimum division of labor among nations 
on the tacit assumption of full employment; 
it was mainly interested in the “specializa- 
tion” effects of foreign trade and only inci- 
dentally in its “payment” effects. Moreover, 
the classical analysis supposed the optimum 
allocation of resources between nations to 
be automatically brought about by free- 
market forces in general and by the specie- 
price mechanism in particular. The former 
meant laissez faire and the latter the quan- 
tity theory of money as expressed in the in- 
ternational gold standard. By precluding the 
need for conscious international trade and 
monetary controls, the classical theory of 
international trade was unable to prevent 
“the disastrous consequences of a laissez 
faire system” from nullifying “the advan- 
tages of freedom of commerce.’ For laissez 


* J. M. Keynes, speech in the House of Lords, May 
23, 1944. 
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faire, as symbolized by the gold standard, 
paid “no direct regard to the preservation 
of equilibrium” and mainly depended “on 
the working-out of blind forces.’ 

It is a significant historical coincidence 
that the same country which produced 
Adam Smith to preach the gospel of free 
trade should also produce John Maynard 
Keynes to preach a new gospel of implement- 
ing “the wisdom of Adam Smith” by con- 
scious international credit and monetary 
controls, by ‘“‘an international framework for 
the policy of full employment,” and to advo- 
cate the marriage of the short-run expedi- 
ents necessary for domestic full employment 
to the “wholesome long run, classical medi- 
cine.’’3 Just as Keynes was instrumental in 
shifting the center of gravity in the domestic 
field from the analysis of the optimum al- 
location of a given volume of output and 
employment to that of the determination of 
the level of output and employment itself, 
so was he responsible for the change in inter- 
national economics from classical preoccu- 
pation with the international allocation of a 
given volume of trade to the new analysis of 
the determinants of the level of that trade 
itself. Owing to Keynes’s persistent efforts, 
there is today a general recognition of the 
vital relation between domestic employment 
and international trade. It is significant, in 
this respect, that the International Trade 
Organization calls itself an international 
organization for “trade and employment.” 

As long as full employment is assumed, it 
is logically valid to concentrate on the spe- 
cialization effects of international trade, for, 
on the assumption of full employment, na- 

2 Ibid. 

3 Keynes, “The Balance of Payments of the 
United States,” Economic Journal, June, 1946, P- 
186, and also his speech in the House of Lords, 
May 23, 1944. 
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tions would have everything to gain from 
the unrestricted flow of goods and services 
and thus enjoy the fruits of the international 
division of labor. With all nations having 
full employment, no nation would be con- 
cerned with the adverse effects of its foreign 
trade on domestic income and employment 
or find it necessary to stimulate exports in 
order to increase the volume of domestic 
employment. In other words, the balances 
of payments would not be a matter of seri- 
ous concern to nations which, by hypothesis 
orinfact, had fullemployment through pure- 
ly domestic policy.‘ On the tacit assumption 
of universal full employment, classical econ- 
omists could cogently argue for free trade, 
just as they concentrated on laissez faire via 
the price system in the domestic field, that 
is, on the explanation of individual prices 
and quantities, taking output and employ- 
ment as given. 

It soon became clear that full employ- 
ment could not simply be assumed away and 
that free trade was seriously threatened in 
a world with less than full employment. The 
gold standard, with its inherent bias toward 
deflation, stood in the way of domestic full 
employment. Thus international trade be- 
came a desperate attempt to “export” un- 
employment from one nation to another,’ 
and “beggar-my-neighbor” trade policies 
became the rule rather than an exception.® 
Under those circumstances it was but natu- 
ral that nation after nation should reject 
free trade as “a long-run platitude” and re- 
sort to short-run “expedients”’ to achieve ex- 
port surpluses and so to increase domestic 
employment. “The practical men of affairs” 
vaguely sensed the unrealism of the classical 
assumption of full employment and intui- 
tively favored protective devices or any 
other measure of commercial policy which 


‘However, a full-employment economy would 
consider the exports necessary to pay for imports as 
a Sacrifice of real domestic income, i.e., output other- 
wise available for domestic consumption. 


‘Cf. Keynes, The General Theory of Employment 
(1936), pp. 382-83. 


*See Joan Robinson, Essays in the Theory of Em- 
ployment (London: Macmillan & Co., 1937). 
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promised larger exports and smaller imports. 

Knowing the unrealism of the classical 
assumption of full employment and being 
keenly conscious of the actual world of un- 
deremployment, Keynes was sympathetic 
toward the practical men of affairs and to 
all those who sought salvation in some form 
of economic nationalism. Contrary to the 
popular impression, however, Keynes was 
far from advocating autarchy as a perma- 
nent solution. To understand why nations 
confronted with underemployment must, 
under laisses faire, resort to a policy of self- 
sufficiency or to outright “beggar-my-neigh- 
bor”’ policies is mot the same thing as to justi- 
fy such a policy in order to perpetuate 
laissez faire conditions. Rather, Keynes’s 
point was that laissez faire should be super- 
seded by such a conscious domestic full-em- 
ployment policy as to render superfluous 
self-defeating economic nationalism and 
“beggar-my-neighbor” trade policies.’ In 
the short run, in which an adequate domes- 
tic full-employment policy may be difficult 
of realization, it is but the part of practical 
wisdom, in Keynes’s view, to allow nations 
to adopt or retain such external measures as 
will compensate for deficient domestic de- 
mand (e.g., exchange and import controls). 
It is not surprising, therefore, that his views 
on this and many other points have been in- 
corporated into the Bretton Woods Agree- 
ments. 


II. THE MECHANISM OF INTERNATIONAL 
SPREAD OF DEPRESSION 


To understand fully the rationale of 
monetary sovereignty, it is necessary to 
know the general process by which depres- 
sions are diffused through the world. Since 
others have dealt with this problem,' only a 
brief review will serve the purpose at hand. 
Keynes’s balance-of-payments theory of 

7See Keynes, ‘National Self-sufficiency,” Yale 
Review, summer, 1933, and General Theory, pp. 382- 
83 and chap. xxiii. 

*Cf. J. Polak, “International Propagation of 
Business Cycles,” Review of Economic Studies, Feb- 
ruary, 1939; O. Morgenstern, “‘On the International 
Spread of Business Cycles,” Journal of Political 
Economy, LI (1943), 287-309. 
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exchange rates, multiplier analysis, and in- 
come-expenditure approach have done much 
to enrich our knowledge of this process. It is 
now a matter of history but still a matter of 
didactic significance that the Great Depres- 
sion of the thirties spared few countries. 

There is no essential difference between 
the process of deflationary spreading in a 
closed economy and the international propa- 
gation of depression from one point of the 
open economy to another. In both cases the 
initiating factor is the change in income, 
consumption, and investment; and the mul- 
tiplier mechanism is what transmits fluctua- 
tions in income and employment from one 
point to another. The main difference be- 
tween them lies in the fact that the interna- 
tional spread of depression (or prosperity) 
is complicated by such peculiarities of inter- 
national economic relations as greater lator 
immobility, autonomous currency systems, 
political sovereignties, different margiral 
propensities to import, time lags in the bal- 
ance-of-payments adjustments, and radical- 
ly different cost structures. For the sake of 
simplicity, I shall ignore these complications 
and give a simplified explanation of the 
mechanism of the international propagation 
of depression. 

Let us begin with the assumption that a 
major depression has occurred in one coun- 
try. This depression will be transmitted to 
other countries having trade relations with 
that country through a resulting decrease in 
the latter’s imports. From the standpoint of 
other countries this means that their income 
and employment will contract sharply via 
the backward or reverse operation of the 
foreign-trade multiplier, that is, through the 
downward effects of the initial decline in ex- 
port revenues on consumption, investment, 
and aggregate income. The extent to which 
a depression in one country will affect the 
level of activity in another depends mainly 
on the former’s marginal propensity to im- 
port. Although the United States, for ex- 
ample, has a small average propensity to 
import, it has a slightly larger marginal pro- 

» Cf. League of Nations, Economic Stability in the 
Postwar World (Geneva, 1945), pp. 90-92. 
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pensity to import, with the result that its 
income elasticity of demand for imports is 
believed to be greater than unity.’® This is 
so because imports into the United States 
consist largely of industrial raw materials 
and luxuries for which the demand is rela- 
tively elastic with respect to income. This 
means that a decrease in the money income 
of the United States will lead to a more than 
proportional decline in its import demand 
and therefore to a corresponding decline in 
the exporting country’s income and employ- 
ment. 

Therefore, the international propagation 
of a depression in one country depends not 
only on the ratio of that country’s imports 
to its income (i.e., the average propensity to 
import) but also on the increment or decre- 
ment of these imports pari passu with a 
given change in income (i.e., the marginal 
propensity to import). A nearly self-suff- 
cient economy like that of the United States 
has a low average propensity to import, but 
it does not follow that a depression in such 
an economy will produce small repercussions 
elsewhere. On the contrary, unless Ameri- 
ca’s income elasticity of demand for imports 
is modified by changes in consumer tastes, 
tariffs, technical methods of production at 
home and abroad, and other trend forces, 
economic fluctuations in the United States 
are bound to exercise a much greater influ- 
ence on other countries than the small ratio 


10 Tf, e.g., the average propensity to import is ex- 
pressed as M/Y, where M stands for imports and Y 
for income, the marginal propensity to import can 
be expressed as dM /dY. The income elasticity of de- 
mand for imports can be obtained by dividing the 
marginal propensity to import by the average pro- 
pensity to import, i.e., (dM /dY)/(M/Y) or alterna- 
tively (dM/M)/(dY/Y). If the national income is 
$200 billion and imports amount to $10 billion, the 
average propensity to import is 10/200, or 0.05. If, 
on the other hand, the national income increases by 
$50 billion and imports increase by $4 billion, the 
marginal propensity to import is 4/50, or 0.08. The 
income elasticity of demand for imports, according 
to either of the above formulas, will be 1.6, which is 
greater than unity. This is approximately the recent 
trend in the United States. For further discussions 
see R. Nurkse, ““Domestic and International Equi- 
librium,” in The New Economics (New York: Knopl, 
1948), pp. 270-72. 
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of foreign trade to its total trade would indi- 
cate. 

On the other hand, a depression abroad 
is transmitted to the domestic economy 
through a decline of exports and the resulting 
multiple contraction of domestic money in- 
come. A decline in foreign expenditures for 
American exports, for example, will have a 
more depressing effect on domestic activity 
than might be expected of a country whose 
income from exports comprises but a small 
proportion of its national income. There are 
two reasons for such an effect. First, the 
“leakages” (i.e., the domestic marginal pro- 
pensities to import and to save) associated 
with newly injected purchasing power are 
smaller in the United States than in other 
industrially advanced countries. This means 
that an initial decrease in foreign expendi- 
tures for American exports will lead to a 
larger decline in domestic income than if the 
foreign-trade multiplier were smaller due to 
larger marginal propensities to import and 
to save (i.e., a smaller marginal propensity 
to consume domestic products). Thus it can 
be stated that, the smaller the domestic 
marginal propensities to save and to import, 
the greater the multiplier impact of the de- 
cline (or the increase for that matter) in ex- 
ports on domestic income. Second, American 
exports include a preponderance of durable 
commodities and capital investments for 
which the world demand is highly elastic 
with respect to income and frightfully un- 
certain and which are usually the first tar- 
gets of foreign restrictive policy. 

Thus, in an open system fluctuations in 
domestic income and employment spread to 
other countries through their effects on im- 
ports, while those in foreign income and em- 
ployment are transmitted to the domestic 
economy through their effects on exports. 
The magnitude and intensity of internation- 
al repercussions of a depression or a boom 
depend largely on different marginal pro- 
pensities to import. Monetary sovereignty is 
an attempt to insulate the domestic economy 
from adverse repercussions of a depression 
elsewhere. When chronic shortages of dollars 
are added to the international] spread of cy- 
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clical disturbances, it is not difficult to see 
why nations rebelled against the gold stand- 
ard, adopted exchange stabilization or con- 
trol, and finally built a framework of inter- 
national monetary co-operation to supple- 
ment domestic full-employment policies. 


III. A ‘‘CHRONIC SHORTAGE OF DOLLARS” 
A FUNDAMENTAL DISEQUILIBRIUM 


Apart from the international spread of 
cyclical depressions, with its attendant bal- 
ance-of-payments difficulties, a fundamental 
disequilibrium" (i.e., a constant tendency 
toward an adverse balance of payments) is 
believed to loom large in the background. A 
“chronic shortage of dollars” is considered 
to be prima facie evidence of the existence of 
a fundamental disequilibrium.” The rest of 
the world, particularly Britain, seems to feel 
that a continuous net credit in the American 
balance of payments has the effect of keep- 
ing them in a perpetual disequilibrium from 
which it is difficult to escape and which up- 
sets their domestic full-employment policies. 
The outside world, therefore, considers the 
unsolved problem of a chronic shortage of 
dollars as an additional reason for retaining 
a larger measure of monetary sovereignty. 

For some long-run reasons the rest of the 
world is expected to be confronted with a 
chronic shortage of dollars, not mere tempo- 
rary shortages due to cyclical or extraordi- 
nary circumstances (e.g., the world need for 
imports of American consumer goods and 


In contradistinction to domestic equilibrium, 
which exists when national income has no tendency 
toward inflation or deflation, external equilibrium is 
a situation where there is no tendency for a deterio- 
ration in the balance of payments to require per- 
sistent monetary “‘stop-gaps”’ or for an improvement 
to court increased foreign discriminatory monetary 
e nd trade policies. 


™ For controversial discussions see Keynes, ‘“The 
Balance of Payments of the United States,” of. cit.; 
J. Robinson, ‘“‘The International Currency Propos- 
als,” Economic Journal, June-September, 1943; 
Alvin Hansen, America’s Role in the World Economy 
(New York: Norton, 1945), chap. xx; S. E. Harris 
(ed.), Postwar Economic Problems (New York: 
McGraw-Hill Book Co., 1943), pp. 379-81; J. H. 
Williams, ‘‘Economic Lessons of Two World Wars,” 
Foreign Affairs, October, 1947. 
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capital equipment during the postwar 
period). If so, one cannot look with opti- 
mism upon the present world holdings of 
gold and dollar balances (excluding those 
arising from financial aid under the Mar- 
shall plan) amounting to some $18 billion, 
especially in view of the great inelasticity of 
world demand for American exports in the 
transition period. What, then, are some of 
these secular factors contributing to a 
chronic shortage of dollars? 

1. One of the basic reasons for a chronic 
shortage of dollars lies in the difference in 
the average and marginal propensities to im- 
port between the United States and the rest 
of the world. While imports make up a small 
fraction of American national income (aver- 
aging from 5 per cent to 10 per cent), the 
rest of the world depends much more on im- 
ports from the United States. This differ- 
ence in the average propensity to import is 
due to the difference in the degree of indus- 
trial development and economic self-suffi- 
ciency. Moreover, the marginal propensity 
to import is much higher elsewhere than in 
the United States, indicating that a given 
increase in foreign income tends to stimulate 
American exports more than a similar in- 
crease in American income does foreign ex- 
ports. In other words, the initial American 
expansion of imports, while causing a mul- 
tiple expansion of foreign income, also 
causes others to increase their expenditures 
for American goods and services exceeding 
the initial increase in American expenditures 
for foreign goods and services. Thus a higher 
marginal propensity to import elsewhere, 
imbedded as it is in less-developed industry 
and less abundance, tends to aggravate ad- 
verse balances of payments of others, par- 
ticularly in times of inflationary pressure 
and general economic expansion. 

2. A corollary to the first factor is the 
difference in comparative productivity ad- 
vantage between the United States and 
others. The United States has, over time, 
superseded all others in the field of consumer 
durables and capital goods, which enter into 
competitive international trade on an ever 
increasing scale. It happens that these goods 
are just what the rest of the world needs and 


wants most. It should be noted, in this re- 
gard, that an attempt to provide others with 
dollar credits via foreign investment would 
not have permanently beneficial effects on 
their balances of payments, if the dollar 
credits so provided merely expanded Ameri- 
can exports still further, as foreign invest- 
ment usually leads to an expansion of foreign 
demand for American capital goods. It is 
conceivable that America’s productivity ad- 
vantage may be somewhat offset by a 
change in her cost structure. If, for example, 
money wages in the export industries get out 
of line, that is, pushed beyond productivity 
by, say, trade-union action, exchange rates 
being equal, American export prices will rise 
to change the terms of trade against the 
United States." The odds, however, are on 
continued productivity advantage by the 
United States, judging from constant tech- 
nological improvements of a cost-reducing 
nature. There is no immediate prospect that 
the other industrial countries will achieve 
superior productivity advantage, even with 
outside financial and technical aid for recon- 
struction and development. Nor is there 
much hope that the backward areas of the 
world will be able to industrialize so rapidly 
and so completely as to achieve independ- 
ence from American capital goods. Thus the 
past and existing gap between the produc- 
tive and exporting capacities of the United 
States and those of other countries contrib- 
ute to a fundamental disequilibrium. 

3- Another reason for a chronic shortage 
of dollars may be found in the persistent 
tendency of foreign capital to flow into the 
United States for reasons of safety and 
security. If political and economic uncer- 
tainties are the rule rather than an exception 
elsewhere, the United States will probably 
receive an excessive amount of long-term 
foreign capital (i.e., foreign “refugee funds” 
invested in American securities), as it did 
during the thirties. Unless American lending 
exceeds this kind of “perverse” borrowing, 
other countries will merely drain their gold 


"3 It was probably such a situation which Keynes 
envisaged when he spoke of the United States as 
becoming a “high-cost” country (see his “The Bal- 
ance, etc.,” op. cit.). 
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and dollar exchange by “lending” to the 
United States. Although most countries now 
have exchange control over a flight of short- 
term capital, it is not clear that the fear of 
devaluation or some political disturbance 
will not give rise to a wholesale flight of “thot 
money” to the United States in the future, 
as happened between 1934 and 1939. This 
kind of short-term capital movements is, of 
course, a disequilibrating factor and merely 
intensifies a chronic shortage of dollars. A 
loss of gold or exchange reserves incident to 
capital flight is presumably made good, in 
time, by the rise in domestic interest rates 
which capital flight causes. But since the 
change in interest rates is no longer con- 
nected with gold movements, as it was once 
under the gold standard, and since “‘cheap 
money policy” is a secular trend everywhere 
(except of course during inflation), it is 
doubtful that liquid funds can be attracted 
into the countries losing gold or exchange 
reserves, thereby closing a gap in their bal- 
ances of payments created by capital flight. 
To the extent, therefore, that long-term or 
short-term capital is allowed to flow into the 
United States, the rest of the world will be 
subject to a chronic shortage of dollars more 
than if capital movements were controlled 
domestically or internationally. 

4. The last factor is a continuous export 
surplus on the part of the United States, 
whether due to “errors of policy” or to the 
relatively low price elasticity of the world 
demand for American exports. Quite apart 
from the limit imposed on American imports 
by postwar world scarcity, the persistent 
excess of exports over imports that charac- 
terizes United States foreign trade may be 
due in part to myopia in commercial policy 
(e.g., a high-tariff policy). The basic ex- 
planation, however, seems to lie in the high 
degree of self-sufficiency and industrializa- 
tion that gives rise to a relatively low mar- 
ginal propensity to import. Hence unless 
and until the rest of the world achieves the 
same degree of self-sufficiency and industri- 
alization, which is doubtful in any foresee- 
able future, they will not have a lower mar- 
ginal propensity to import than the United 
States. With the United States, economic 
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self-sufficiency is a matter of natural endow- 
ment plus industrial efficiency, but for 
others to be economically self-sufficient it 
would be necessary not only to increase their 
industrial efficiency but to sacrifice the gains 
from comparative advantage in most lines of 
production. Thus it is not a simple question 
of developing a willingness to increase im- 
ports on the part of the United States but a 
difficult question of fundamental structural 
adjustment in the world economy as a 
whole. In the meantime the United States is 
likely to maintain a continuous expert sur- 
plus and therefore the position of 4 long-run 
creditor. 

The general cure for a chronic shortage of 
dollars can be discussed more fruitfully in 
conjunction with the principles and instru- 
ments of monetary sovereignty which fol- 
low, although the foregoing analysis of the 
secular causes of a general shortage of dol- 
lars does suggest ad hoc correctives. 


IV. PRINCIPLES AND INSTRUMENTS OF 
MONETARY SOVEREIGNTY 


Some relevant principles and policy im- 
plications emerge from our discussions of the 
“payment” effects of international trade, 
the international propagation of depression, 
and a chronic shortage of dollars. These 
principles and policy implications form the 
basis of modern monetary sovereignty and 
international monetary co-operation. 

1. In the absence of a system of stable in- 
ternational currency relations and in view of 
the political and psychological difficulty of 
co-ordinating national fiscal and monetary 
full-employment policies, it is necessary for 
each nation to preserve some freedom of ac- 
tion in monetary matters in order to insulate 
itself from the adverse effects of economic 
fluctuations elsewhere and to maintain its 
internal economic stability. In other words, 
no nation should be tied down to an inter- 
national system of rigid exchange rates 
which imposes the alternatives of deflation 
and inflation on every adhering member- 
nation. The degree of monetary independ- 
ence which is compatible with both internal 
and external equilibria includes (a) the 
right of each nation to adjust the par value 
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of its currency (i.e., to revalue or devalue) 
or the domestic prices of foreign currencies 
(i.e., to depreciate or appreciate the ex- 
change value of the domestic currency) not 
in order to achieve export advantages but 
to correct a persistent disequilibrium in its 
balance of payments; (5) the right of each 
nation to regulate the outflow or inflow of 
capital or gold in order to have complete con- 
trol over domestic interest rates and to 
stabilize long-term domestic investment; 
and (c) the right of each nation to pursue, 
without “outside dictation,’’ such over-all 
fiscal-monetary policies as may be necessary 
to prevent the extremes of deflation and in- 
flation and to maintain continuous full 
employment. 

2. Monetary sovereignty further requires 
a measure of national freedom in commer- 
cial policy. ““Beggar-my-neighbor” measures 
of commercial policy are clearly out of the 
question for obvious reasons. The kind of 
commercial policy that is required for the 
success of monetary sovereignty must be a 
flexible one compatible with the mainte- 
nance of equilibrium; it should be permitted 
if and when necessary and otherwise for- 
bidden."4 Over-all import control is consid- 
ered the most appropriate supplement to 
monetary and exchange control. It does not 
much matter whether import control is 
brought about by import quotas, exchange 
controls, or tariffs, as far as its effects on the 
balance of payments are concerned. Since 
the kind of import control that is contem- 
plated here is expressly related only to a dis- 
equilibrium in the balance of payments, and 
not to the self-defeating purpose of achiev- 
ing an export surplus, any particular type of 
import control chosen will not be subject to 
the usual criticisms of autarchy. The prin- 
ciple to be recognized here is that a nation 
confronted with a persistent adverse balance 
of payments should be permitted to adopt 
import quotas or any other suitable import 
restrictions, in addition to monetary meas- 
ures, solely for the purpose of closing the 


14 Keynes, speech in the House of Lords, Decem- 
ber 18, 1945. 
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deficit gap."s It follows that a nation enjoy- 
ing a favorable balance of payments, if it 
adopted import control, would be con- 
demned by world opinion as pursuing “‘beg- 
gar-my-neighbor” policy. If a nation’s bal- 
ance of payments exhibits a persistent tend- 
ency toward a net credit, the relaxation of 
import restrictions and the revaluation or 
appreciation of its currency will correct this 
type of disequilibrium. 

3- Given the necessary measure of mone- 
tary sovereignty and protective commercial 
policy, there is no plausible ground for an 
unwillingness to solve the problem of domes- 
tic employment by purely domestic policy. 
No nation can excuse its failure to maintain 
full employment by putting the blame on 
its balance-of-payments difficulties for the 
simple reason that such difficulties need no 
longer be solved by a painful process of de- 
flation."* If balance-of-payments difficulties 


‘can be solved by methods which are not 


detrimental to income and employment at 
home or abroad (i.e., methods other than in- 
ternal deflation and “beggar-my-neighbor” 
policies), nations will have the greater 
chance of maintaining full employment by 
domestic policy without being embarrassed 
by a depression elsewhere. This is the raison 

"éire of monetary sovereignty. The dispen- 
sability of the problem of balance-of-pay- 
ments difficulties via monetary sovereignty 
and its corollary flexible commercial policy 
firmly establishes the principle that domes- 
tic policy (as distinguished from foreign 
trade policy) is primarily responsible for 
maintaining full employment at home. To 
the extent that nations learn and follow this 
principle, they will find it unnecessary to 
“export” unemployment to one another to 
the detriment of long-run international 
equilibrium and will enjoy the fruits of free 
exchange of goods and services in the at- 


*s On this point see Nurkse, op. cit., and also R. 
Hinshaw, ‘‘Keynesian Commercial Policy,” in The 
New Economics, pp. 315-22. 

On this point see Margaret F. W. Joseph, 
“Principles of Full Employment,” in Planning ond 
Paying for Full Employment, eds. Lerner and Graham 
(Princeton: Princeton University Press, 1946), p- 37: 
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mosphere of universal full employment and 
prosperity.'? 

4. The theory of monetary sovereignty 
does not preclude international monetary 
co-operation. For the solution of the prob- 
lem of balance-of-payments difficulties will 
not by itself guarantee full employment; it 
merely supplements an inadequate solution 
of the problem of employment by purely 
domestic policy. Monetary sovereignty is 
neither a substitute for domestic full-em- 
ployment policy nor an alternative to inter- 
national co-operation for freer trade and 
fuller employment. The International Mon- 
etary Fund, the International Trade Organ- 
ization, and other international economic 
agencies (U.N. affiliates) have incorporated 
a measure of monetary sovereignty and pro- 
tective commercial policy in recognition of 
the need for some degree of ‘‘economic in- 
sularity.” By outlawing “beggar-my-neigh- 
bor” policies, on the one hand, and by per- 
mitting a measure of flexibility in exchange 
and import adjustments, on the other, these 
international organizations have impressed 
upon each and every member-nation that 
the maintenance of full employment is pri- 
marily a national responsibility and only 
secondarily a matter of joint international 
monetary and trade policy. If these inter- 
national organizations succeed in providing 
a favorable international setting (i.e., cur- 
rency stability and multilateral trade), 
member-nations will be, to that extent, en- 
couraged to pursue a consistent full-employ- 
ment policy at home. In Keynes’s words, “‘it 
is as providing an international framework 
for the policy of full employment that these 
proposals [the Bretton Woods monetary and 
banking agreements] are to be welcomed.””"* 
It is useful, in this regard, to cite the pur- 
poses of the International Monetary Fund 
as the typical example of United Nations 
economic policy: 


(ii) To facilitate the expansion and balanced 
growth of international trade, and to con- 
tribute thereby to the promotion and main- 

"7 Cf. Keynes, General Theory, p. 382. 
* Speech in the House of Lords, May 23, 1944. 
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tenance of high levels of employment and 
real income and to the development of the 
productive resources of all members as pri- 
mary objectives of economic policy. 

(iii) To promote exchange stability, to maintain 
orderly exchange arrangements among 
members, and to avoid competitive ex- 
change depreciation. 

(iv) To assist in the establishment of a multi- 
lateral system of payments in respect of cur- 
rent transactions between members and in 
the elimination of foreign exchange restric- 
tions which hamper the growth of world 
trade."9 


5. The broad principle that emerges from 
our discussion of a chronic shortage of dol- 
lars is that the United States—the largest 
creditor nation—should minimize its inter- 
nal economic fluctuations and maintain con- 
tinuous full employment to expand its im- 
ports. This is not to put the entire responsi- 
bility on the United States, as some are in- 
clined to suspect.”” The debtor nations, for 
their part, will have to do more than main- 
tain full employment, that is, to industrial- 
ize, to rationalize industry, to adopt a rigor- 
ous program of import austerity, and many 
other things—if they are to get out of a fun- 
damental disequilibrium. But, regardless of 
what others are doing, it is to the long-run 
interest of the United States and of the 
debtor nations that full employment should 
be maintained in this country. Such a policy 
is far more important than a “stop-gap” 
policy of foreign financial aid, however help- 
ful the latter may be in the short run. That 
the maintenance of continuous full employ- 
ment by the United States is a sine qua non 
of international stability may be appreciated 
when it is recalled that dollars supplied to 
the rest of the world (via imports and long- 
term foreign investment) by the United 
States dropped from $7,400 million in the 
boom year 1929 to $2,410 million in the de- 
pression year 1932, that is, by 67 per cent.” 


*9 Art. 1, Annex A, Final Act. 
2° See, e.g., Williams, of. cit. 


* Cf. United States Department of Commerce, 
The United States in the W orld Economy (“Economic 
Series,” No. 23 [Washington, D.C., 1943)). 
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It is clear that the rest of the world will not 
accept such devastating effects of a depres- 
sion in the United States by letting their 
gold or foreign exchange deplete or by de- 
flating internal prices, incomes, and wages. 
It is even doubtful that the other countries 
will be able to minimize the impact of a 
serious depression in the United States by 
import restrictions, currency devaluation, 
and exchange depreciation. It is, therefore, 


a major responsibility of the United States 
to sustain full employment and thus to con- 
tribute to long-run international equilib- 
rium.” 

RuTGERS UNIVERSITY 


2 For the responsibility of the United States in 
the world economy see ibid.; Hansen, op. cit.; 
B. Mitchell, ‘‘Full Employment and Foreign Trade,” 
in Planning and Paying for Full Employment, pp. 
147-53; League of Nations, op. cil., pp. 244-45; 
Nurkse, op. cit. 
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The Truman Program: Addresses and Messages 
by President Harry S. Truman. Edited by 
M. B. SCHNAPPER, with an Introduction by 
SENATOR FRANCIS J. Myers. Washington, 
D.C.: Public Affairs Press, 1949. Pp. x-+261. 
$2.95. 

To review this volume as one might treat the 
fruits of scholarly research would be to miss its 
real significance. This is a collection of campaign 
documents of the greatest political upset in 
American history, and a study of the President’s 
words throws some light on what his campaign 
strategy was, why people voted for him when 
the polls said they would not, and what the 
trend appears to be in popular economic think- 
ing and in economic policy. 

Some of the economic discussion, particularly 
on inflation, has material for many a Roman 
holiday at the President’s expense in graduate 
seminars in economic theory. The increase in 
national income is the Democrats’ gift to the 
nation (pp. 99, 102, 109, 116, 121, 145, 226), but 
the Republican Congress is responsible for infla- 
tion (pp. 3, 19, 73, 76-77, 83, 85). The Presi- 
dent’s apparent dissociation of rising money in- 
come and rising prices is in line with a wide- 
spread American view, for which economists 
have in part been responsible. Yet, all in all, the 
President’s views on inflation make a lot more 
sense than the ideas that come from many busi- 
ness sources, for the President in places presents 
clearly the relation between a budgetary surplus 
and an effective control over the monetary 
situation (pp. 79, 91-94). 

Far more important than the technical points 
of the President’s economic theory is his general 
attitude on economic policy. That he was op- 
posed to the Taft-Hartley Act, and that or- 
ganized labor supported him, was well known 
before the election. This volume brings out, in 
a way that was not so apparent during the cam- 
paign, the strength of the President’s appeal to 
the farmer, the white-collar worker, and the 
small-town American (pp. 8, 97, 112, 196-200, 
207-8). Hostile critics may regard the Presi- 
dent’s statements as socialist guideposts on the 
road to serfdom, but students of F. J. Turner 


will recognize in the President’s attitude a char- 
acteristic of the American frontier. This is the 
philosophy that government should not inter- 
fere in economic life, except to curb the power 
of nonresident exploiters and to spend money 
for public improvements. Some of the Presi- 
dent’s remarks about financial institutions, rail- 
roads, big business, and Wall Street are close 
paraphrases of the war cries of the Granger 
movement and of William Jennings Bryan (pp. 
6, 20, 86-87, 95-102, 190, 195). The general im- 
pression in some speeches given in the Missis- 
sippi Valley is that in 1948 all bankers, indus- 
trialists, landlords, and security owners lived on 
Lower Manhattan. Bad as this is as economic 
description, it was probably good politics, for 
loyalties and prejudices are strange things. Pos- 
sibly grandsons of the Grangers, now bankers, 
manufacturers, or security owners, approved in- 
wardly when a fellow-middle westerner pitched 
into “gluttons of privilege” (the phrase was used 
five times in a speech at Dexter, Iowa), as long 
as it was clear that only easterners fell in that 
category. 

The speeches stress the importance of gov- 
ernment spending, not in terms of new-fangled 
notions about multipliers and propensities to 
consume, but in terms that the frontiersman of 
a century ago would have understood: money 
spent by Washington will develop the country. 
Time and again the Republican Eightieth Con- 
gress is indicted for preventing the President 
from spending money for worth-while purposes 
(pp. 101, 103, 104, III, 159, 191, 208, 225). In 
so far as the election of a President can be con- 
sidered an indorsement of what he said in his 
campaign, there is little in this volume to sug- 
gest that federal expenses will be cut in the next 
four years, regardless of the state of business. 
The general spirit of the President’s approach to 
the voter, and in particular his appeal to the 
farmer as the beneficiary of Democratic policy, 
supports the view that the farmer, the white- 
collar worker, and the small-town residents can 
well say that they, as much or even more than 
organized labor, performed the political miracle 
of November 2, 1948. 
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The speeches and messages, with the excep- 
tion of a few technical ones, bear the Truman 
stamp. One does not find the sonorous phrases 
of Franklin Roosevelt or the lofty idealism of 
Woodrow Wilson. But many of the speeches 
have an earthy quality, a homely appeal, a 
faith in the common man, that is in the Lincoln 
tradition. They are marked by a hopeful atti- 
tude toward the future of American democracy 
and toward the aspirations of the rank and file 
of Americans. A good deal of the economic 
analysis will make economists wince, but there 
is a basic philosophy in the book much more sig- 
nificant than its technical analysis: there is a 
tremendous productive power in the American 
economy, and all Americans should enjoy the 
fruits of that power. 


FRANK WHITSON FETTER 


Northwestern University 


Civilian War Transport: A Record of the Control 
of Domestic Traffic Operations by the Office of 
Defense Transportation, 1941-1946. By Or- 
FICE OF DEFENSE TRANSPORTATION. Wash- 
ington: Government Printing Office, 1948. 
Pp. ix+361. $1.75. 


The Office of Defense Transportation was 
created by executive order on December 18, 
1941, “to assure maximum utilization of the 
domestic transportation facilities of the Nation 
for the successful prosecution of the war.”’ 
O.D.T. was given jurisdiction over all move- 
ments of persons and property within the con- 
tinental United States and its territories and 
possessions. As pointed out in the volume under 
consideration, these movements ranged “from 
the use of trucks on farms or in retail distribu- 
tion to the movements of ore by boat on the 
Great Lakes or rail movements of trainloads of 
coal; and in the passenger field, from home-to- 
work movements in private passenger Cars or 
by local transit facilities to transcontinental 
movements by rail or air” (p. 293). 

Civilian War Transport tells the story of 
O.D.T. and its vast range of activities. Most of 
the forty-three chapters are concerned with 
some particular aspect of O.D.T.’s work. A 
complete enumeration of these activities would 
be out of place in a brief review. The wide range 
of O.D.T.’s efforts, however, may be revealed by 
noting that in the railroad field its activities in- 
cluded efforts to bring about heavier loading 
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and more intensive utilization of freight cars; 
rerouting of freight to avoid traffic congestion; 
an elaborate traffic-reporting system to detect 
threatened congestion before it occurred; the 
establishment of a permit system for the move- 
ment of export and certain other freight; special 
controls over the movement of coal, grain, and 
petroleum; the establishment of a refrigerator 
car pool—and this by no means exhausts the 
list. In the field of passenger travel O.D.T.’s ac- 
tivities ranged from restriction of passenger- 
train service to such things as a ban on conven- 
tions and a “Don’t Travel Campaign.” The 
scarcity of gasoline and rubber made necessary 
severe restrictions on motor-vehicle transporta- 
tion. Efforts of O.D.T. to meet this situation in- 
cluded control over commercial motor-vehicle 
operations by requiring operators to obtain 
“certificates of war necessity” ; allocation of new 
equipment and repair parts; restrictions on 
service by local busses and taxicabs; co-opera- 
tion with other agencies in gasoline- and tire- 
rationing; a nation-wide “share-a-ride” cam- 
paign; and the establishment of a speed limit of 
thirty-five miles per hour. The wisdom of the 
thirty-five-mile speed limit was questioned by 
the O.D.T. itself, and the restriction was widely 
disregarded. 

As time is rapidly dimming the memories of 
the war and its impact upon the nation’s econo- 
my and upon the lives of everyone, it is well to 
have set down in convenient and authoritative 
form the work of the various wartime agencies. 
The present volume is welcome as a factual 
presentation of the work of the Office of Defense 
Transportation. Work on the volume was done 
by persons who actively participated in O.D.T. 
during the war. 

In one respect, however, the volume is dis- 
appointing. There seems to be too great a pre- 
occupation with details of organization and pro- 
cedure, particularly in some chapters, and an 
insufficient attention to the ends which were 
sought. Although one would not expect the 
chroniclers of O.D.T.’s activities to undertake a 
critical appraisal of its work, a little more ex- 
planation of the problems which it faced, of the 
policies which it adopted, of the difficulties en- 
countered, and the results accomplished, and a 
little less attention to the minutiae of organiza- 
tion and procedures would not only have in- 
creased the readability of the volume but en- 
hanced its value. 

D. Putte LockLin 
University of Illinois 
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Income, Employment and Public Policy: Essays 
in Honor of Alvin H. Hansen. New York: 
W. W. Norton & Co., Inc., 1948. Pp. viii+ 
379- $4.00. 


This is a collection of sixteen essays prepared 
by students and close associates of Alvin Han- 
sen. The book is divided into three sections: 
“Determinants of Income,” “Social Setting,” 
and “Economic Policy.” The essays do not fall 
neatly into this classification, however; and the 
reader will find the section headings of little use 
as a description of the nature of a given contri- 
bution. Most of the essays deal with aspects of 
what is generally considered to be fiscal-mone- 
tary theory, institutions, and policy. 

As has been characteristic of many such col- 
lections, the quality of the papers varies con- 
siderably, the mode being comparable to that of 
a typical issue of a professional journal, but 
lower than that which denotes a “‘good” book. 
While some of the essays make original contribu- 
tions or present already available materials in a 
manner which is likely to make them more gen- 
erally accessible, others are largely rehashes of 
ideas which have been set forth more clearly and 
succinctly elsewhere. 

In the essay “Three Lags in the Circular 
Flow of Income,” Lloyd A. Metzler presents a 
brief review of two dynamic theories together 
with empirical evidence to aid in choosing be- 
tween them. One model (based on the Robert- 
son concept of saving) assumes a lag between 
income payments and consumption expendi- 
ture; the other (based on Lundberg’s model) 
assumes a lag between consumption expenditure 
and output of goods and services. With given 
marginal propensities to consume and to invest, 
these two assumptions yield different move- 
ments of real output over time. A third model 
assuming a lag between profits and dividends is 
also mentioned, although this can be treated as 
a special case of the first model and is not dis- 
cussed in detail because of the inadequacy of 
empirical information available to test it. The 
data examined by Metzler suggest that the first 
model is unrealistic—that there is no substantial 
lag between income and consumption—but that 
the second model is more reasonable, turning 
points in sales having generally preceded turning 
points in business inventories. 

James S. Dusenberry’s essay, “Income-Con- 
sumption Relations and Their Implications,” 
Proposes what appears to both the author and 
the reviewer to be a somewhat more realistic 
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consumption function than is usually assumed 
in macro-economic analysis. The usual assump- 
tion is that consumption is dependent upon cur- 
rent disposable income (neglecting the influence 
of the rate of interest). This assumption appears 
reasonable upon examination of the income- 
consumption data of the twenties or the thir- 
ties. However, a regression of consumption upon 
income yields only a derived rather than a fun- 
damental relationship, in which case changes in 
economic policy or in the structure of the econo- 
my would invalidate the relationship. Examina- 
tion of the data, making use of knowledge relat- 
ing to the expenditure patterns of “dissavers,” 
and psychological considerations suggest that 
current income relative to income at some pre- 
vious time should be included as a determinant 
of saving. The aggregate consumption-income 
relationship suggested and tested by Dusen- 
berry is of the form (S:/¥:) = a(¥:/Ye) + 6, 
where 5S; is current real per capita saving, F; is 
real per capita current disposal income, Y is the 
highest real per capita disposable income ever 
attained, and a and 6 are constants estimated at 
0.165 and —o.066, respectively, from data for 
the period 1923-40. These estimated values for 
the constants yield a savings ratio for the period 
1879-1919 which is very close to Kuznets’ esti- 
mate. Dusenberry’s essay presents an under- 
standable application of some of the recent 
thinking underlying statistical estimation of 
economic relationships as well as a more realis- 
tic consumption function, although his statisti- 
cal estimates appear to be least-squares single- 
equation rather than estimates determined from 
a complete macro-economic system. 

Further elaboration of business-cycle theory 
following developments already accepted is pro- 
vided in Richard M. Goodwin’s essay, ‘‘Secular 
and Cyclical Aspects of the Multiplier and the 
Accelerator.” Goodwin’s consumption function, 
however, departs somewhat from most current 
theories in that it is based on the assumption of 
a distributed lag between consumption expendi- 
ture and disposable income rather than upon a 
uniform lag. Investment is also assumed to be a 
continuous function of time, changes in the 
quantity of capital influencing investments as 
postulated by the acceleration principle. The re- 
sulting macro-system, with certain values for the 
parameters, yields income movements which are 
oscillatory through time. Secular relationships 
and innovations are also introduced, shifts in 
the marginal efficiency of capital accounting for 
the irregularities of both the periods and the 
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amplitudes of the cycle. Goodwin’s model is 
superior to most models involving differential 
equations in that constancy of amplitude in the 
absence of “shocks” is not assumed. Hence, in- 
clusion of “shocks” does not shorten the period 
nor necessarily lead to an exploding cycle. It 
also permits inclusion of influences generally 
lumped into the term “economic growth.” 
Among the other essays of particular interest 
to the reviewer was Abba P. Lerner’s “The 
Burden of the National Debt,” in which he ex- 
amines various notions regarding the burden of 
public debt, effectively denying such burdens— 
if the size of the debt is determined by the rules 
of “Functional Finance.” Paul A. Samuelson’s 
“The Simple Mathematics of Income Deter- 
mination” and Robert L. Bishop’s “Alternative 
Expansionist Fiscal Policies: A Diagrammatic 
Analysis” should be useful in clarifying analysis 
of some effects of policies affecting aggregate 
money expenditure for goods and services. John 
T. Dunlop’s “Productivity and the Wage 
Structure” attempts to test important hypothe- 
ses regarding the relationships between wages, 
prices, and productivity. However, productivi- 
ty, as it is defined, should not be expected to be 
closely related to wages. In note 11, page 343, it 
is stated that “the term ‘productivity’ is used 
in this paper in the narrow sense of physical 
input-output relationships. When a statistical 
measure is implied, output per man-hour is in- 
tended.” Unless one assumes that increased out- 
put per man-hour is at least partly the result of 
increases in the marginal productivity of labor, 
there is little reason to believe that wages would 
increase in every industry in which there were 
increases in output per man-hour. Estimates of 
production functions in the various industries 
examined should be made in order to determine 
the character of the change in productivity be- 
fore it can be presumed that an increase in pro- 
ductivity should result in an increase in wages. 


O. H. BROWNLEE 
University of Chicago 


State Labor Relations Acts. By CHARLES C. 
KILLIncGswortH. Chicago: University of 
Chicago Press, 1948. Pp. x+327. $4.00. 


Eleven states, accounting for 40 per cent of 
nonagricultural employment, have enacted 
comprehensive labor relations laws. The earliest 
of these, enacted after 1939, were patterned 


upon the National Labor Relations Act. Reac- 
tion to the rapid unionization which followed 
led to revision of some of these laws and enact- 
ment of regulatory statutes in additional states, 
The latter embody the substance of the earlier 
union protective statutes but also include nu- 
merous restrictions upon unions and employees 
designed to protect nonunion workers, employ- 
ers, and the public from the effects of union ac- 
tion. 

Professor Killingsworth examines the various 
statutory provisions, which fall under these 
titles: “Unfair Labor Practices of Employers,” 
“Unfair Labor Practices of Employees and 
Unions,” “Prevention of Unfair Labor Prac- 
tices,’ “Employee Representation and Elec- 
tions,” “The Appropriate Bargaining Unit,” 
“Election and Postelection Procedure,” ““Medi- 
ation, Fact-finding, and Arbitration,” “Juris- 
dictional Problems” (between state and federal 
agencies). He then points out legal changes ef- 
fected by the statutes under consideration and 
describes the practical results achieved. This 
discussion is climaxed by a statement of whether 
individual provisions advance or restrict col- 
lective bargaining. 

In the author’s declared opinion the major 
issue of public policy is whether collective bar- 
gaining or some alternative will best serve the 
public interest. From his book it may be in- 
ferred that he considers collective bargaining to 
be good per se. In some contexts he does dis- 
claim this oversimplified view. Nevertheless, he 
does little to develop the alternative that col- 
lective bargaining must be judged by its results 
in each case and that regulatory laws are good 
or bad according to their effect upon the balance 
between the prevention of evils associated with 
strong, unbridled unionism and the reintroduc- 
tion of earlier evils associated with fragmentary 
organization and weak unions. The few insights 
into this question constitute a major reason for 
interest in the book, for experience with state 
laws, despite their differences from federal legis- 
lation, may indicate possible consequences of 
some controversial clauses of the Taft-Hartley 
Act and may suggest desirable revisions. 

Since Killingsworth finds that restrictive 
provisions have been applied frequently in only 
one state, perhaps he should not be criticized 
too severely on the foregoing count. Ineffective- 
ness he attributes largely to poor enforcement 
procedures. “‘The administrative technique has 
proved to be too slow to be useful. . . ; criminal 
proceedings have failed because the penalties 
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provided are too minor to be a deterrent and the 
procedure is even slower than that of an ad- 
ministrative agency; the injunctive process has 
been used but little in those states that depend 
on that method of enforcement.” Second, the 
author suggests that a contemporary federal 
policy of encouragement of collective bargaining 
may have worked against enforcement. Finally, 
he raises the question whether the earlier pro- 
tective policy can be undone except by sterner 
measures than a democratic government can 
adopt. 

The detail with which statutory provisions, 
court interpretations, etc., are described is un- 
fortunate, because it appears that the book will 
find its chief use among economists rather than 
among labor lawyers and industrial-relations 
practitioners. Nonlabor economists, particular- 
ly, will find it difficult to see the forest for the 
trees. Their difficulties will be increased by 
Killingsworth’s assumption that the reader has 
a working knowledge of the N.L.R.A. Withal, 
the author has performed a useful service. Until 
now the discussion of state labor relations laws 
has been carried on chiefly in the law reviews. 
It has now been rounded out and presented in a 
form suitable for use by the nonlegalistic reader. 


Davin R. RoBERTS 


Carnegie Institute of Technology 


A Critical Review of Research in Land Economics. 
By Leonarp A. SALTER, Jr. Minneapolis: 
University of Minnesota Press, 1948. Pp. 
258. $4.00. 


Few and far between are the theses that 
merit publication without extensive revision 
and reorganization. Professor Salter’s A Critical 
Review of Research in Land Economics is one of 
these rare exceptions. However, the reader 
should keep in mind that it was written for a 
doctoral dissertation and not for immediate 
publication. Only a few weeks before his tragic 
and untimely death “Len,” as Professor Salter 
was affectionately known to his many friends, 
outlined to me his ideas and plans for expanding 
his thesis into a substantial treatise on research 
methods in the social sciences. Had he been per- 
mitted to carry out these plans, I have little 
doubt that the results would have become the 
most useful and influential volume on research 
methods written thus far in the twentieth cen- 
tury. We are indeed fortunate to have Salter’s 


thesis and the dozen or so articles he left us on 
research methods. 

At the insistence of numerous social scientists 
throughout the country the University of Min- 
nesota, assisted by the Farm Foundation, has 
rendered invaluable service to social-science re- 
search by making Salter’s thesis available in 
printed form. O. B. Jesness writes in the Fore- 
word: “In the moderate editorial changes which 
have been made the constant endeavor has been 
to preserve the author’s ideas inviolate.”” Com- 
parison with the original thesis attests to the 
high degree of success in achieving this en- 
deavor. 

Salter’s book begins with a discussion of the 
development of rural land economics in the 
United States. Typical of Salter’s abhorrence for 
ritual, this discussion is not the mere back- 
ground material and review of literature that 
frequently clutter graduate theses. It has the 
specific role of helping define the problems 
which provide the need and direction of his re- 
search. Next, Salter discusses scientific method 
and social science. This chapter is “‘must”’ read- 
ing for all social-science researchers because of 
the thorough and critical but brief and incisive 
appraisal of scientific methods in the social 
sciences. This chapter not only analyzes the 
purpose, nature, and functions of social research 
but also appraises various alternative and com- 
plementary research procedures, including the 
experimental method, case method, historical 
method, qualitative description, analogical 
method, logical method, and statistical method. 
On the more positive side is presented ““An Out- 
line of Inquiry,” which social scientists could 
profitably study before undertaking specific 
research. 

In keeping with his deep-seated belief in 
rooting analyses within the actual problematic 
situations with which research is concerned, 
Salter uses some 125 land-economics research 
studies as evidence to document and illustrate 
all phases of his study from problems to conclu- 
sions. This segment of the book, of special inter- 
est to the land economist, is introduced by the 
chapter entitled “On the Use of Publications as 
Methodological Evidence.” Four subsequent 
chapters include analyses of specific studies on 
problems of land use and landed property, the 
two major subfields of land economics. The vol- 
ume ends with a short chapter appropriately 
titled “Conclusions,” which succinctly sum- 
marizes Salter’s critique of research in land eco- 
nomics—his case study. 











Throughout the book Salter emphasizes the 
need for a more comprehensive conception of 
social-science inquiry. Research must be relevant 
to action. Hence research must be grounded in 
problems. Problems consist of confused and 
conflicting situations. The purpose of research 
is to resolve these confusions and conflicts. Thus 
research is directed toward problems, and its 
relevance to alternatives of action is assured. To 
achieve a better understanding of the problems 
and to outline alternatives of amelioration, hy- 
potheses of inquiry should be set up as initial 
explanations of the problems and possible ave- 
nues of action. As stated on page 252, ““Hypoth- 
eses are suggested alternative lines of action that 
will lead to the achievement of purposes. Their 
function is to direct the search for evidence as to 
what might be done.” Salter used the term “evi- 
dence” rather than the term “data” to underline 
the purposeful nature of social inquiry. As part 
of this approach, the facts never speak for them- 
selves. They speak only through the interpreta- 
tions of the researcher. As stated on page 2, 
‘*. . . various means of combining a given set of 
data gave wholly different results; and the cru- 
cial question was not the accuracy of the method 
in the conventional sense but the concept the 
researcher had of his problem.” 

In building a more comprehensive and useful 
conception of social-science inquiry, Salter 
leaned heavily on the “case” approach in col- 
lecting, analyzing, and reporting his evidence. 
“In this view, exceptional cases become not 
merely extremes to be cancelled out, but poten- 
tially useful proving grounds and potential 
sources of new suggestions” (p. 253). In the 
natural sciences, particularly in the plant-breed- 
ing phases of genetics, the importance of the un- 
usual case or “sport” has long been recognized 
as a path to progress. In his Principles of Eco- 
nomics (p. 116) Alfred Marshall said of the case 
method, “. . . at its best, it is the best of all; but 
in ordinary hands it is likely to suggest more un- 
trustworthy general conclusions, than those . . . 
obtaining broad averages in which inaccuracies 
and idosyncrasies may be trusted to counteract 
one another to some extent.” However, Salter 
never developed Marshall’s trust in this self- 
correcting process. Unlike Marshall, Salter used 
the case method in his research and leaves with 
us a working application in his Land Tenure in 
Process (Research Bull. 146 of the Wisconsin 
Agricultural Experiment Station). In this study 
Salter also demonstrates one of the limitations 

of the case method when he comes dangerously 
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close to generalizing beyond the scope of his 
limited data. Although Salter properly pointed 
out the limitations of meaningless averages, un- 
purposeful cross-classifications, and quantitative 
measurement, it remains doubtful that he suc- 
ceeded in integrating the usefulness of statistics 
into his research concepts. 

As Salter pointed out, many shortcomings of 
research in the social sciences may be traced to 
faulty conceptions of problems and inappropri- 
ate research methods. Fortunately for social 
scientists, he took the time during his brief but 
fruitful life to write up the shortcomings as he 
saw them in terms of improvements as he ex- 
perienced them. Salter’s work on research meth- 
ods is high on the list of essential reading for all 
practicing and prospective social-science re- 
searchers. I also urge our fellow-workers in the 
natural sciences to read Salter’s book, with the 
view that they too may be stimulated to re-ex- 
amine some of their long-accepted tools of 
analysis in terms of their usefulness in analyzing 
today’s problems. 

Joun F. Trvons 
Iowa State College 


Readings in Economics. Compiled and edited by 
WALTER ADAMS and LELAND E. TRAyYWICK. 
New York: Macmillan Co., 1948. Pp. xi+ 
520. $3.00. 


The authors of this compilation have done a 
remarkably good job. I have been amazed time 
and again by the aptness of the selection, the 
pertinency of the issues covered, and the suc- 
cinctness and pungency of the treatment. The 
coverage, too, is excellent. Classics and con- 
temporary writing are both well represented, 
and the discussion ranges widely over issues 
with which economists have always been con- 
cerned and by which they are most deeply di- 
vided today. Most of us, I think, would agree 
with what Professor Harold F. Williamson has 
said in his brief introduction, that “‘it is well for 
the student to learn early that there are differ- 
ences of opinion among the economic map 
makers....”” One of the outstanding mer- 
its of this collection is the skill with which 
its authors have assembled and juxtaposed con- 
trary opinions and divergent ways of thinking 
about a wide range of significant issues. For all 
these reasons anyone who contemplates using 4 
book of readings as supplementary material in 
an elementary course would be well advised to 
give careful consideration to this collection. 








exc 
spa 
pre 


imy 
tin, 
cat 
of ¢ 
the 
atl 


wea 
am 
will 
an | 


to | 
tha 
a fi 
ture 
it s 
reac 
sucl 
toa 
Is t 


I th 
rang 
obst 
bud, 


colle 
that 
mor: 
wou! 
port 
Ada 
have 
a Col 


Unit 


Stud: 








th- 
al 














BOOK REVIEWS 177 


Is such a collection the answer to the teach- 
er’s prayer? I confess to having serious doubts, 
which Adams and Traywick do not altogether 
allay. I notice that the selections which seem to 
me least satisfactory are those which touch my 
own special interests most closely, and I wonder 
whether this may not prove true of readers whose 
interests are different from mine. Then, too, I dis- 
trust my own judgment of selections that I find 
excellent because they put so much into so little 
space. I wonder if beginning students will ap- 
preciate the significance of such passages. 

But, above all, a collection—any collection— 
bears the curse of discontinuity. What is most 
important to any student at any level, what dis- 
tinguishes study from reading merely for edifi- 
cation, is the development of the implications 
of an idea or an observation, the recognition of 
the tie-in that links an axiom to a theorem and 
a theorem to its corollaries. It is inevitable that 
Readings in Economics should manifest this 
weakness. Such linkages can, of course, be found 
among many of its selections, and good teaching 
will bring them out. But the teacher will have 
an uphill job. 

Williamson remarks, “There is no better way 
to bring out the major features of the subject 
than to give the student an opportunity to get 
a firsthand acquaintance with economic litera- 
ture”; and again I agree. The ideal procedure, 
it seems to me, would be for our students to 
read a few books—or even two or three books— 
such as would give their authors a fair chance 
to account for their contrasting points of view. 
Is this a counsel of perfection? Perhaps it is. 
Someone might even inquire, “What books?” 
I think this question can be answered; and ar- 
rangements can usually be made to offset such 
obstacles as limited library facilities and student 
budgets. 

But, to catch fish, one must use bait, and a 
collection of readings such as this may serve 
that purpose. Certainly it contains many choice 
morsels. And if no alternative is possible, it 
would be far better for students to have an op- 
portunity to sample titbits, such as Professors 
Adams and Traywick have assembled, than to 
have their diet limited to the fodder provided by 
a conventional text. 

C. E. Ayres 
University of Texas 


Studies in Income and Wealth. (Conference on 
Research in Income and Wealth, Vol. X.) 





New York: National Bureau of Economic 
Research, 1947. Pp. xiii+340. $4.50. 


The present volume contains eight papers 
submitted to the annual Conference on Re- 
search in Income and Wealth, held in Novem- 
ber, 1945, together with comments of a large 
number of discussants. In the space allotted to 
this review only a very general idea of the rich 
and varied material can be given. 

In recent years one of the most fruitful de- 
velopments in the area covered by the Confer- 
ence on Income and Wealth has been the shift 
of the focus from a set of national income statis- 
tics to a system of national accounts. This ap- 
proach, which was suggested by Morris A. 
Copeland as early as 1936,’ tends—as Edward 
F. Denison stresses in his “Report on Tripartite 
Discussions of National Income Measurement” 
—‘‘to minimize the importance to be attached 
to any single series, such as national income, and 
to emphasize the interrelations among various 
sections of the economy and among different 
types of transactions.” 

Denison describes the six basic accounts that 
were agreed upon in 1944 by the representatives 
of this country, the United Kingdom, and 
Canada (and since carried through and present- 
ed in the July, 1947, National Income Supple- 
ment to the Survey of Current Business). This 
amplification and integration of our national 
income statistics into a system of national ac- 
counts will make them a more powerful and 
reliable tool of economic analysis. We have still 
to look forward, however, to a broadening of the 
system of national accounts, combining transac- 
tions on current account with those in existing 
assets. 

A contribution by Dwight B. Yntema deals 
in rather great detail with the treatment of na- 
tional income originating in financial inter- 
mediaries. 

The second part of the volume is devoted to 
forecasting levels of Gross National Product 
(G.N.P.). Probably no other single set of ex- 
ploits has brought economists and statisticians 
more dramatically to the attention of the public 
at large than forecasts of postwar levels of in- 
come and employment. Many a post-mortem 
on this performance has been written by cau- 
tious skeptics, as well as by repenting sinners. 
The two contributions in this volume are par- 


* “National Wealth and Income—an Interpreta- 
tion,” Journal of the American Statistical Association, 
XXX, 377-86. 








ticularly valuable, one because of its construc- 
tive suggestions and the other because it is a 
perfect example of the type of approach and 
analysis common to a whole category of transi- 
tion-period forecasts. 

The first is Gerhard Colm’s short but stimu- 
lating paper ‘““The Nation’s Economic Budget— 
a Tool of Full Employment Policy.” Everett 
E. Hagen’s ‘Forecasting Gross National Prod- 
uct and Employment during the Transition 
Period” presents two alternative forecasts of 
postwar G.N.P. which have in the meantime 
been subjected to searching criticism by the 
author himself (‘The Reconversion Period: Re- 
flections of a Forecaster,” Review of Economic 
Statistics, May, 1947). The editors have, no 
doubt, included Hagen’s paper because of its 
historic interest and, maybe, as a warning. 

Part III is devoted to international income 
comparisons, reflecting the increasing preoccu- 
pation of the conference with this field.2 The 
joint paper of Copeland, Jacobson, and Clay- 
man on “Problems of International Compari- 
sons of Income and Product” deals successively 
with conceptual comparability, comparability 
of measures of intertemporal changes, and di- 
rect intercountry comparisons. Sefior Domin- 
guez’ presentation of “National Income Esti- 
mates of Latin American Countries” covers all 
Latin America except four Central American 
countries. Studies made by various investiga- 
tors and official agencies in the countries con- 
cerned are reviewed and appraised. 

The two contributions in Part IV deal mainly 
with the consumption function and have in 
common the conclusion that, if methods of 
analysis different from those employed in the 
now almost classic Consumer Expenditures in 
the United States are used, the savings ratios ap- 
pear to be not inconsiderably smaller. The main 
thesis of the paper by Dorothy S. Brady and 
Rose D. Friedman on “‘Savings and the Income 
Distribution” is that “in different areas or at 
not widely separated periods, the percentage of 
income saved appears to approach a common 
value at the same relative income position; that 
is, at the same decile or percentile of income.” 
The implications of the Brady-Friedman hy- 
pothesis for economic analysis and public policy 
are far-going indeed. 

Mr. Vickery’s paper suggests that by using 
expenditures (per equivalent adult in preference 


* Which, in the meantime, has resulted in the 
fathering of an International Conference on Income 
and Wealth. 
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to expenditures per family) rather than income 
as a basis for classification a better estimate of 
the long-run propensity to consume (and there- 
fore to save) may be obtained. Vickery believes 
that “there is on the whole good reason to be- 
lieve that a marginal propensity to consume de- 
rived from a distribution classified by per capita 
expenditure would be closer to the theoretical 
long run curve than one derived from an income 
classification.” 

Because of the two-year delay in publication 
some of the contributions have primarily a his- 
torical reference value. This is natural for a 
volume that, more than most of its predecessors, 
is devoted to current problems rather than to 
more fundamental theoretical issues. 


GEORGE GARVyY 
New York City 


Grundsiige der theoretischen Nationalékonomie. 
By ALFRED AMONN. Bern, Switzerland: 
A Francke A.G., 1948. Pp. 199. Paper, Fr. 11; 
cloth, Fr. 13.80. 


Amonn’s “Elements of Economic Theory” is 
a German version of an introductory text on 
economic: analysis. It is distinguished from 
similar American books by its broad generality 
and by a minimum of diagrammatical illustra- 
tions. Its “abstractness” is rather more literary 
than mathematical. After an introduction on the 
concepts of price and value the book treats, in 
its five parts, general price theory, pricing of 
joint and complementary products, pricing of 
agents of production, the general price level and 
its changes, and international exchange rela- 
tions. It confines itself to partial and general 
static equilibrium theory, with a brief discussion 
of the changes in the value of money and the 
business cycle. The book differs from similar 
American works also by its emphasis on value 
as distinct from price, by its emphasis on gener- 
al, in contrast to partial, equilibrium, and by its 
treatment of the marginal-productivity theory. 

Amonn distinguishes between value, as 4 
general, stable, and regular exchange relation, 
and price, which is any realized exchange rela- 
tion between money and goods (pp. 18-19). He 
rejects Stackelberg’s identification of “value” 
and “price” (p. 180). This retention of the rath- 
er metaphysical concept of value seems to indi- 
cate that classical tradition is still alive in 
European economics. Amonn devotes only & 
rather scanty chapter to a discussion of the 
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various types of competition (pp. 47-55). He 
characterizes perfect competition (“freie und 
yollkommene Konkurrenz’”’) as a market in 
which a relatively large number of economic 
subjects participate and in which none of them 
can exercise a conscious, determining influence 
on the price (p. 48). Homogeneity of product, 
perfect knowledge, and mobility are not men- 
tioned. A character of “‘stability” is attributed 
to the competitive equilibrium price (p. 48). 
This can be interpreted as a last remnant of the 
belief of the classics in the beneficial harmony 
of the market. Modern theory has abandoned 
the idea that equilibrium has any beneficial ele- 
ments. Purely competitive markets, in particu- 
lar, do not prevent continuous changes in the de- 
mand-and-supply curves and produce increased 
fluctuations rather than stability, eg., the 
agricultural staple markets between the two 
world wars. 

The equilibrium of the firm is mentioned by 
Amonn only in connection with monopoly (p. 
49) and in connection with general equilibrium 
theory (p. 74). The whole problem of costs, of 
diminishing returns, and of the theory of the 
firm is treated merely as a part of general equi- 
librium theory. In an appendix Amonn criti- 
cizes Stackelberg’s Grundziige der Volkswirt- 
schaftslehre, published simultaneously with the 
book under review, because Stackelberg follows 
more closely the American pattern and devotes 
an entire part of his book to the theory of pro- 
duction, of costs, and of the firm. Amonn thinks 
that cost theory is a part of the theory of supply 
and that the theory of the firm is a borderline 
problem between economics and business ad- 
ministration (Betriebswirtschaft). He apparently 
disapproves of the predominant emphasis given 
to the theory of the firm in Anglo-Saxon eco- 
nomics and calls the combination of the theory 
of the firm with general economic analysis a 
“syncretism of methods” (p. 183). 

Amonn declares that the marginal-produc- 
tivity theory moves in a circle because the mar- 
ginal product is itself a variable, determined by 
the volume of production and by price develop- 
ments (p. 107). He explains the equilibrium 
situation in respect to productive agents by 
what he calls “the principle of a definite differ- 
eatiation of the prices of the products according 
to the quantities of agents used in their produc- 
tion” (p. 104). What this amounts to is a simple 
supply-and-demand theory of factor-pricing. 
Prices of products have to differ from each other 
in such a way that the demand for the quantity 


of products in which certain agents are used can 
be produced with the quantity of agents which 
is supplied (p. 105). In his general equilibrium 
theory Amonn explains demand and supply in 
terms of marginal utility and disutility (p. 74). 
The unity of the system seems to require a simi- 
lar marginalist explanation of the pricing of 
productive agents with the aid of the marginal- 
productivity theory. 

The omissions of this book are perhaps ex- 
plained by the repeated insistence of the author 
that it should be studied together with other 
works on economics, especially the author’s 
Volkswirtschaftliche Grundbegriffe und Grund- 
probleme, and with Stackelberg’s Grundsiige der 
Volkswirtschaftslehre. It will be useful to those 
who, after a thorough study of economic theory, 
would like to survey the whole system in broad 
perspective along the lines of general equilibri- 
um theory of the Continental type. 


WALTER A. WEISSKOPF 
Roosevelt College 


New Paths for Japan. By HAROLD WAKEFIELD. 
New York: Oxford University Press, 1948. 
Pp. vii+213. $3.75. 

The title clearly suggests, as does the Intro- 
duction, that the reader may expect a discussion 
of the author’s view of Japan’s future status. It 
is in this respect that the book may prove dis- 
appointing to students of Far Eastern affairs. 

Part I, “The Evolution of Modern Japan,” is 
a recital of historical material dealing with the 
country’s rapid political and economic advance. 
The chapters on “Religion and Moral Ideas,” 
“Civil Administration,” ‘Growth of Liberal 
Ideas,” and “Influence of Education on the 
Japanese Character” are excellent presenta- 
tions. Part I is largely designed to set forth basic 
causes for the military spirit generally attributed 
to the Japanese and to support the thesis that 
war was the result of either inherent or trained 
military characteristics. 

The author does not subscribe to the theory 
that Japan, because of the lack of raw materials 
or of a population problem, could not have 
maintained a fair standard of national produc- 
tion. The argument is that Japan, by virtue of 
technological advances, was able to manufac- 
ture and export increasing quantities of machin- 
ery and sundry goods. The failure to achieve 
this desirable result is attributed to the success 



















of the militarists in diverting production to war 
purposes, so that Japan might secure “special 
privileges over large territories in Asia.” At the 
same time, there is full recognition of the diffi- 
culties Japan experienced in its international 
relations, both political and economic. 

Part II, “In War and After,” discusses 
(1) the political and economic developments 
during the war, (2) the activities of the Supreme 
Commander of the Allied Powers in substituting 
a democratic form of government for Japan’s 
earlier form of social and political life, and 
(3) the destruction of the economic power of the 
Zaibatsu. The arguments presented in favor of 
not only permitting but actively assisting in the 
reconstruction and utilization of production fa- 
cilities are sound. 

It is only in the last few pages that one finds 
a discussion of future developments. This dis- 
cussion, however, is associated with the situa- 
tion as it existed in April, 1947. It deals pri- 
marily, though somewhat superficially, with 
military and political actions which may be re- 
quired, first, to insure military security against 
any renewal of aggressive attitudes . nd, second, 
to create a political climate which w-ll permit a 
solution of social, financial, industrial, and 
agrarian problems. 

There is no discussion, under any basic as- 
sumption, of (1) what Japan’s position could be 
in international affairs, (2) the probabilities of 
establishing a sound national economy, or 
(3) the specific paths Japan must follow, or be 
permitted to follow, to insure political and 
economic recovery. 

An interesting and controversial conclusion 
is that free enterprise, as known in the United 
States, is not likely to be adopted because it 
would create new private monopolies. Since the 
co-operation of labor is essential, Wakefield ad- 
vocates “nationalization of the chief indus- 
tries.” Another conclusion, contradictory in 
content but likely to receive a measure of ap- 
proval, is that new social, political, or economic 
patterns must be adjusted to old frameworks, 
even though Japanese culture contains much 
martial sentiment. 

New Paths for Japan will be valuable as a 
short and concise résumé of Japan’s earlier poli- 
cies and of the characteristics which contributed 
to her rapid advance to a position of world 
power. Its account of political and economic 
change during the war gives a picture of the 
postwar problems Japan must solve if she is to 
regain her pre-war position. But it does not 
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satisfactorily show how old policies can be al- 
tered or new ones adopted to insure a reasonable 
national income. 

There will be some disappointment to those 
who anticipate a discussion of specific paths 
Japan must follow if she is to regain political and 
economic stature. 

HALLECK A. Butts 


Industrial College of the Armed Forces 
Washington, D.C. 


A REPLY TO JAMES S. EARLEY 


In the February, 1948, issue of this Journal 
Professor James S. Earley, of the University of 
Wisconsin, did me the honor of devoting two 
full pages to a review of my monograph The 
Marginal Utility Theory in the United States of 
America. It was a doubtful honor, though, for 
within that space there is hardly a single word 
of commendation. 

My critic blames me for organizing my sur- 
vey along the lines of my positive thesis. But I 
never intended to give a simple survey, nor did 
I claim to have done so. The survey suffers seri- 
ously from such a treatment, he says. I fail to 
see why this should be so. Could it be because 
Mr. Earley thinks that my thesis is “insuffi- 
ciently directed toward important issues”? 
Now, I have no idea of what Mr. Earley deems 
important, but the issues have been clearly 
stated, and their importance seems to leap to 
the eye. At stake is the logical consistency of 
that value concept which is fundamental to, and 
the very core of, the central economic problem 
of price. At stake is the role of the entire impu- 
tation theory of neoclassical economics. At 
stake is the social justification of free markets 
on the basis of social utility. To my mind these 
are issues of paramount importance, and to 
them my thesis is directed in a most explicit 
manner (chaps. viii and ix). 

Mr. Earley calls my demand theory “a pecul- 
iar variant” of the formal type. It may be pecul- 
iar, but it certainly is not formal. I do hold that 
our science has evolved the concept of “margin- 
al utility” and construed it to suit its own pur- 
poses, just as in the physical and chemical sci- 
ences we use the concepts of “specific gravity’ 
and “valence.’’ However, such concepts are not 
necessarily purely formal. They may be derived 
from realistic data, and there may also exist an 
indirect contact with reality. That this happens 
to be the case with “‘marginal utility” I have ex- 
plicitly indicated (pp. 83-84). 
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Moreover, in more than one place I opposed 
the mere formal type of demand theory and 
denied the sufficiency of mere logical consisten- 
cy for any adequate system. Therefore, my re- 
viewer’s censure of the desire to escape from dif- 
ficult problems of economic psychology misses 
me completely. I have no such desire. I only 
want these problems treated where they belong. 

Next, Mr. Earley discusses a few of my con- 
fusions. ‘He [Schréder] contends that utility is 
necessarily immeasurable and therefore practi- 
cally useless because, inter alia, the demands for 
different goods are interrelated. For this reason, 
he holds, even money cannot be used as a meas- 
ure of the utility of goods.” As against this I 
contended: “That utility must be measurable in 
some way or another seems to be incontestable” 
(p. 50), and I held that, even if it were immeas- 
urable, “the absence of measurability does not 
imply an absence of intelligibility; as long as a 
concept can be grasped intellectually, it is use- 
ful” (p. 52). The reason which induces me to re- 
ject money as a measure of utility is quite differ- 
ent from the one stated by Mr. Earley. I main- 
tain that these concepts belong to different 
planes. 

But even on this question Mr. Earley points 
toa confusion when I reduce the usual analysis 
to circular reasoning. He thinks that “when in- 
come is given, there is nothing ‘circular’ in 
measuring the relative .. . utilities of goods.” 
Of course not. But the vicious circle occurs be- 
fore we get to that point. I have taken the great- 
est possible care to explain that at this stage in- 
come is not given and cannot be given without 
involving a circle. On this point, as on most 
others, I only tried to synthesize the opinions of 
a number of American authors like Anderson, 
Carver, Davenport, Haney, and Kiekhofer. 
Several statements of Fisher, Knight, and 
Turner corroborate my view. 

The second confusion, according to Mr. 
Earley, consists in my failing to see that mar- 
ginal utility may not only mean the “final” 
utility in a series, but also the “additional” 
utility at each point. Far from failing to see this 
second meaning, I have explicitly called atten- 
tion to it on pages 41 and 42. However, I think 
that the double meaning has been a source of 
confusion. For two different meanings we 
should have two different words. 


Mr. Earley seems to be confused himself 
when he blames me for imputing “‘too much im- 
portance to marginal utility (and demand con- 
ditions in general) . . . to the neglect of the con- 
ditions which determine available supplies.” 
Throughout my book I have contended that 
marginal utility cannot rightly be seen as a 
mere condition of demand. It cannot be deter- 
mined without recurring to the conditions of 
supply. On page 39 I arrive at the marginal unit 
by the introduction of scarcity. Subsequently I 
appeal to the concept of disutility and claim the 
necessity of drawing up a principle of increasing 
disutility. Explicitly the marginal unit is desig- 
nated as lying “‘on the margin of that quantity 
which demands a sacrifice the disutility of which 
equals the marginal utility” (p. 41). Instead of 
neglecting the supply conditions, I have de- 
clared them to be precisely as important as 
those of demand. 

My next failure, according to Mr. Earley, 
consists in not seeing that for each individual 
the equalization of subjective and market valu- 
ations takes place mainly through appropriate 
variations in the rates of consumption of goods. 
He refers to page 68 of my book. I am glad to 
find one point on which I can agree with my 
critic. But the oversight is due more to lack of 
clarity than to my wanting to neglect this spe- 
cial factor. As a matter of fact, it was foremost 
in my mind while writing this page; it even led 
me to quote Professor Knight to the effect that 
an individual “will shift his consumption from 
one to the other [commodity] until the utilities 
to him of amounts equally priced in the market 
are equal.” 

There is a final point where Mr. Earley’s re- 
marks may perhaps be useful. I posited certain 
qualifications necessary for a postulate to be 
really scientific. Mr. Earley makes me posit 
those same qualifications for any other proce- 
dure to be truly scientific. I must object to this 
generalization as distorting my opinion of sci- 
ence. What Mr. Earley calls the heart of science 
does not conflict in any way whatever with the 
exacting precision upon which I want to insist as 
needed for clear thinking. 


EDWARD FRANCIS SCHRODER 


Amsterdam 
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A REJOINDER 


I wish to apologize to Dr. Schréder for my 
unsympathetic review of his monograph. Much 
of my criticism, I now see, was based on mis- 
understanding of his position. 

Dr. Schréder is right in surmising that my 
hypercritical attitude toward his work was 
based at bottom on my feeling that it was insuf- 
ficiently directed toward important issues. His 
reply makes clear that he was trying to get at 
some of them. I still feel, however, that he was 
led around the important issues by the charac- 
ter of the literature he was surveying. My com- 
plaints should perhaps have been directed pri- 
marily at his materials. 

Dr. Schréder wonders what I deem impor- 
tant in demand theory. Let me say this: De- 
mand analysis is important because it opens up 
lines of inquiry into three important sets of 
questions. First, how do consumers’ objective 
choices influence price formation, resource use, 
and levels of economic activity? Second, what 
makes consumers behave the way they do? 
Third, to what extent does effective demand for 
goods and services reliably measure the welfare 
which their production and consumption create? 
Subjective demand analysis bears especially on 
the latter two of these three sets of questions. 

Unfortunately, a great deal of the literature 
of subjective demand, especially in America, has 
been diverted from these topics to questions 
such as whether “utility” is absolute or relative, 
whether marginal utility or cost of production 
determines value, and, recently, to whether 
preference theory has dethroned utility theory. 
Dr. Schréder, following the American literature, 
gave most of his attention to these issues. 

Such problems seem to me rather unimpor- 
tant. No special interpretation of consumers’ 
choice is required to analyze the ways in which 
effective demand influences prices and resource 
use. As to the second salient question, “What 
makes consumers choose what they do?” price 
and income are obvious factors whose influence 
does not depend on any special interpretation 
of subjective valuation. Beyond these factors, 
the utility theory posits marginal utility sched- 
ules as determinants of demand schedules; but 
in most analyses this “utility” is as purely formal 





as the indifference systems posited by the pref- 
erence theorists. 

The real question here is: How can we explain 
and predict the demand functions, whether these 
be interpreted as reflecting preference or utility 
systems? What is needed for these purposes is 
knowledge of what influences—biological, psy- 
chological, sociological, business-induced, etc.— 
actually incline people to certain choices. Yet 
virtually all demand theory merely takes these 
inclinations as “data,” without inquiry. 

Such knowledge is part, though only part, of 
that needed to.say anything, in any but a formal 
sense, about the third important issue—the ex- 
tent to which effective demand for consumer 
goods is a sound criterion of economic welfare. 
(Inquiries into the relations between income 
levels, income distribution, and economic wel- 
fare are also requisite.) Unless we can judge the 
extent to which consumer demands are based on 
adequate knowledge and “intelligent” behavior 
(and unless an income distribution bears some 
determinable relation to an “optimum” pat- 
tern), there is little basis for deciding whether 
the resource-use determined by a market system 
is or is not “economical” in any significant 
sense. 

If we can acquire some substantial knowl- 
edge of all these things, we can move through 
subjective demand analysis to important scien- 
tific and normative conclusions. If we have no 
means of finding out about them, let us not de- 
lude ourselves that we are discussing weighty 
matters when we debate the role of “utility” in 
economics. Whether subjective valuation im- 
plies a comparison between two utilities is an 
empty question so long as we posit nothing 
about the meaning and significance of these 
utilities. In that case the “logical consistency” 
of the value concept based on utility theory is 
also a second-rate issue; perfect logical consist- 
ency will not save the “imputation theory of 
neoclassical economics” nor help decide “the 
social justification of free markets on the basis 
of social utility.” 

James S. Earley 


University of Wisconsin 
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